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ROYAL COMMISSION ON COOPERATIVES 


ne ee ect 


The Commission appointed to inquire into the 
present position of cooperatives in the matter 
of income and excess profits tax, organization 
and business methods and operations, and the 
comparative position of persons engaged in 
business directly competitive therewith, met 
in Ottawa, on Wednesday, April 25, 1945. 


PRESENT: 


The Hon. Mr. Justice ERROL M. McDOUGALL, Chairman 


Be N. ARNASON  ) 
Gi Ay BLLIOR o:)) 
J% Ms NADBAU ) Commissioners 
Je VAUGHAN v) 


hugene Ts (Parker, suyh s Counsel 
Roger Brossard Associate Counsel 
Major H.D. Woods) Associate 
Js As Chapdelaine) Registrars 
Colonel G.W. Ross Executive 
secretary 
APPEARANCES : 


Ri Hi Milliken, K.c. 


Producers Limited, 


(Saskatchewan Wheat Pool) 


M. Me Porter ) Alberta Wheat Pool 

Bens, Se Plumer ) it " 

H. Se Scarth ) Manitoba Pool Elevators 

Ws, d« Parker ) 1 i? 

George Church President United Farmers of 
ALBer te. |. 

Ge H. Steer ) United Graingrowers Limited 

Ge Wis (GRirrain ) ie 1 

Je Ee Brownlee ) i" " 

We He Howard, K.C.) Northwest Line Blevators 

Cecil Lamont ) i" rt 

Wale tiilmore ) in " 


Saskatchewan Cooperative 
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ROYAL COMMISSION ON CO-OPHRATIVES 


Ottawa, Wednesday,April 25, 1945. 
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Ottawa, Ontario, 
Wednesday, 
April 25, 1945 


The commission Met at 10 A@eme 


MR. PARKER: For the benefit of counsel present, Mr. 
Chairman, I should like to ascertain what the commission's 
Plans are for the week-end. TI understand that it is definitely 
not the intention of the commission to sit on Saturday. 
it. Would appear that there is no possible chance of finishing 
the Srain inquiry this week, so that it will have to run into 
next week. I°doO nov Know how the commission feels about it, 
but we have been going at top speed for some time and perhaps 
te WouLa, be a £000 taea to take Priday o1r.” If thet is 
at all in the minds of the commission, I suggest that counsel 
might be glad to know exactly what the plans are. 

THe CHATRMAN: If it does not greatly ineonvenienee 
counsel. 1 Shioule tirink that arrangement would be desirablee 
TporSuradin, 16) lee ning vo Cell @ DLG on everyone, I. thinks 
We cannot finish this week. Is there any reasonable ground 
DOr 2Oine On On friday? Perhaps it might be advisable 
to take Friday as well as Saturday off. However, we are 
at the disposal of counsel and if that does not meet with 
general approval we will go on. What do you think, Mr. 
Howard? It is obvious that your case cannot come on this 
Vote 

MR. HOWEARD: We have two witnesses coming here and 
we have warned them to be present on Monday. If you do 
not sit on Friday they will not be required until later. 

My position is probably the same as that of other counsel 
and the members of the board. T think that the sooner 
we get through the better we shall all like it, but I am 


not prepared to insist upon the commission sitting on 
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Friday. i fancy, Mr. Chairman, you are near the -end of 
your resources, your patience and your strength. 

THE CHAIRMAN: Not our patience. What do you think, 
Nvrs BPrancis? 

MR. FRANCIS: My) lod, wins -Good, the president of Uns 
Cooperative Union, is tobe recallied,and subjected.to /cross= 
examination, and in view of other engagements he has, he is 
anxious to be heard. before Tuesday night of next week. 

We are not suggesting that the commission should meet on Friday 
or Saturday, but we should be very glad if an arrangement could 
be made whereby Mr. Good can be heard before Tuesday night 
newin, “heat would be ercatly ,appreciated. 

THE CHAIRMAN: I should think that could be arranged. 
Let me make it clear that we are perfectly free to sit on 
PUICay ict Had imore., wheal ere your, ideas? “We are .proposing 
nog VEO SG, «orm Briday . 

MR.w ELLEMORE > Personally £ like the idea. 

THE CHAIRMAN: Mr. Porter? 

MR. PORTER: Lam perfectly satisfied. 

THE CHATRMAN: Mr. Steer? | 

WR. of buh’: Jam here Tor a.couple of weeks, \1t matters 
note 

THE CHAIRMAN: Shall we decide, then, that we will not 
sit on friday? After to-morrow'ts hearing we shall adjourn 
until Monday morning. There being no objections, -that .is 
the understanding. 

MR. SCARTH: We shall be going on, [ hope, to-morroWe 
I rather hope that we shall finish to-morrow night, but I 
am in the hands of Mr. Fillmore. If I have his cooperation 
I believe we shall get through and avoid all unnecessary 
difficulty. Ido not anticipate it will take very long. 


I am still an optimist. 
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WR. HOWARD:: There are varieties of cooperation of 
which we arprove and so we will do our beste 

MR. PARKER: We will now proceed with the Alberta 
OLPST ¢ 

Alberta Wheat Pool 

MR. PORTER: My lord and gentlemen, I am appearing for 
the Alberta Wheat Pool. The brief has been submitted. 
The first sixteen pages deal with the history of the dévelopment 
of ye eon Lm the. west end their purpose in ‘the brist 
is to show the background in farm movements which led to the 
developecent of theacooperavive effort. Weay cover twenty- 
three or twenty-four years and cover that period as a summary, 


and I suggest that they are worthy of examination if one 


is to get the proper setting of the causes that led to 


the Springing up of this. cooperative movement. A study 

DL Une period Andicates that the grower exhausted, over 4 
period of twenty-three years, his attempt to meet conditions 
by legislative action. He had government ownership of 
elevators in Manitoba and farmer ownership of elevators 

an sLoekevenvures in the other provinces, and he came Linasag 


to the cooperative idea as a means of dealing with his problems. 


tie ot eel Siktesn Dages, J. think, isunmarize “tine Bispory “or 


the movement leading to these conclusions. 


iepropose, to call Mr.s,Pilumer, who 1s chairman of the 


ry 
board of directors of the Alberta Wheat Pool. T nave with 


me Mr. R. D. Purdy, its manager, whom I propose to submit 

to deal with any operating questions which it may be necessary 
tO. 20, intos  Mr- Morrison, tle, auditor, is with us to facilitate 
the work of the commission auditors. eGR be Wad oe 
necessary and probably useful to read the brief, but from 

its nature it will be apparent that reference will have to 


be made to the douments which are attached as exhibits 
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if the commission is to have a clear understanding of them. 
Wr. Plumer is chairmen-of the board of directors. of, the 
Alberta Wheat Pool. 
THE CHAIRMAN: Will that appear on the record by way 

whe testimony? 

MR. PORTER: The manner of his election will appear as 
we proceed. 

BEN.S. PLUMER, 


a witness called and duly sworn , 
testified as follows: 


et 


BY MR. PORTER: | 

Q. You.are chairman cf.the board of directors, of the 
Alberta Wheat Pool? A. Yes. 

O. And you,.are a darmer? Ae Y@Se 

Q.Carrying on farming operations at Bassano? 
ive, 168. 

Q. How long have you been there? A. For thirty-two 

years. 

Q.- Will you proceed to read the brief? 

THE WITNESS: 

"Wheat growing in Western Canada had its beginning 
as far back as 16Le, along the banks ol) the hed) Riven, 
where Winnipeg now stands. 

Nin the year 1686, with the wnaneureation of the 
Canadian Pacific Trans-Contimental Service and the 
institution of the Federal Grain Inspection at Winnipeg, 
the initial facilities for export service became avail- 
able. [bt was notiuntil.the,. very turn of the century, however, 
that wheat growing in western Canada began to expand on the 
road to its present development. 

"The wheat..acreage, in western Canada in 1901 was two and 


one-half times that of 1891, the yield of 1901 being 
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63,000,000 bushels. Grain crops in western Canada ripened 
late in the year and an attempt was made to sell the crop 
and move it to the Lakehead before the close of navigatim. 
The development of transportation facilities did not 
keep vace with production, Storage at the point of ship- 
ment was non-existent or inadequate. Few farmers had 
‘granaries on their farms. All farmers had obligations 
to meet which they could only pay by marketing the crop. 
"To relieve the acute congestion of grain on its 
transportation facilities, the Canadian Pacific Railway 
offered inducements to attract capital into providing 
initial storage and loading facilities. The company offered 
any person erecting at any siiee ae point a standard 
elevator with not, less. than 25,000 bushels capacity, equip- 
ped with doncding machinery, special, concessions. Thess took 
Cie Vormiorem Tred. Lease, ot este: on thd rad lwayts property 
and an agreement mot to allow cars to be loaded from 
tliat warehouses or from farmers! wagons, or otherwise than 
through these elevators, .at each point where 4. standard 
house was erected. 
"These monopoly privileges and the rising volume 
of grain production led to the building of standard 
elevators at every shipping point of importance, the 
mahority belonging to a few grain handling companies or 
milling concerns. While these facilities did benefit 
the farmers, a feeling developed that the advantages were 
more than off-set by the disadvantages associated with 
the monopoly condition of operation given to the elevators, 
The grower could no longer load his. grain from his wagon 
on car or track for consignment to Winnipeg or for termin- 
al storagee He was bound to store his grain with the local 


elevator under its own conditions or sell his grain to 
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its operator on terms which denied him the benefit of 
competition. 

"Growers came strongly to resent the alliance of 
railway and line elevator companies, particularly as the 
elevator companies became increasingly dealers in grain. 
At points where a single elevator existed, the seller 
of wagon lots had virtually no alternative but to accept 
the price, the grade and the dockage the operator offered. 
Moreover, even at points where there was more than one 
elevator, the farmers! experience indicated that there 
was some agreement between the operators about price. 
There were charges of over-docking and short weighing, 
even at competitive points, 

"While some attempt was made to meet the condition 
by farmers clubbing together to build standard elevators 
st some points, the farmers (mainly homesteaders lacking 
capital) were not able to carry any such programme to an 
extent necessary to have any major effect. 

"The grievance of the growers expressed itself 
politically in a bill introeuced into the federal parliament 
in 1696, *To regulate the shipping of preaknaby wailway 
companies in Manitoba and the Northwest Territories.” 
While the bill was defeated, it did lead to some allevia- 
tion in the railway companies! policy e 

"The nature and extent of the complaints made in the 
house, however, led thd government of the day to appoint 
a royal grain commission, which reported in 1900 that the 
complaints of ‘the western farmers were g@snerally well 
founded and recommendations were made for relief. 

"The Manitoba Grain Act emerged from the session of 
1900, based largely on the repre'sentations of that 


Commission. It involved a far-reaching system of regulation 
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of railways and elevators in the interests of grain 
growers, and provided a permanent administrative official 
to whom farmers might forward complaints directly. 

"While the new act was hailed es an Agrarian Mazna 
Charta, it was soon found that like most attempts to regu- 
Late Dy Law Ltvdidenot fill the’ need. 

"The real alternative to marketing through elevators 
which the act provided was the privilege of loading over 
the’ platform, This enabled the farmer to send his grain 
to Winnipeg where it secured government grade and dockage 
and was sold on the basis of spot prices or stored “in the 

terminal at Fort Wilhiam, to be sold’ by the farmer at a 
time when the market ereea nine 

"Bub the legal right to load) over the platform was 
of little value to the farmer because he could not get 
cars. Indignation meetings and conferences were held 
throughout the west and the Yerritorial Grain qrowers 
Association was formed in 1901 by western farmers. 
Representations were made to Ottawa and the early pro- 
Visioms. of thevcar® order) book were “put in’ the statute. 

"It became apparent, however, again that legislative 
enactment aid not bring the desired relier, The 
Scintaluta case had to be fought and won before the 
railway began to carry out the provisions of the act 
requirinseit to distribute cars! strictly in accordancs 
with the applications in the car order book. 

"The success of the efforts of the Terfiterial 
Grain Growers! Association, in securing legislative 
relief for the farmers, led to rapid growth in farm 
organizations. Continued bad conditions, particularly with 
respect to grain standards of inspection led to cnehnie 


royal grain commission in 1906 and 1907, By this time 
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a feeling had developed that legislative action Bieic could 
not cure the ills which the monopoly of elevator companies 
imposed. 

"A proposal for the creation of a farmer-owned elevator 
company orystallized ina meeting at Scintaluta in January, 
1906, when it was decided that the Grain Growers Grain 
Company Limited should be formed. While the Company was to 
be organized on a joint stock basis, some ccoperative 
principles were to prevail in its control and operation. 
Stockholders were to be composed of farmers exclusively 
and no person could hold more than fcur shares. No 
shareholder could have more than one vote and proxy 
voting was not allowed, 

"The young company was not long under way when its 

nominee on the Winnipeg Grain Exchange was called before 
the council of that institution and subjected to question- 
ing regarding the actions of the company because of the 
issuance of a’circular stating its intention to distribute 
its net profits to farmer Shippers on a patronage basisse 
This was interpreted by the exchange as offending its rule 
against splitting profits with the shipper and in November, 
1906, the company was expelled from the exchange and from 
all trading privileges. Notice was posted to all members 

of the exchange declaring that any firm dealing with the 
company would be subject to penalties. 

"Appeals were made both to the courts and to the 
legislature to endeavour to regulate the grain exchange. 
The young company was unable to carry on the fight and 
in December, 1906, cancelled its resolution to distribute 
its earnings on a patronage basis, Even this did not lead 
to its re-instatement in the exchange and it aes not until 


1908, after long and continuous litigation and hearings 
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by royal commissions and legislative committees that the 
Grain Growers Company was re-admitted on its formal under- 
taking to abide by the rules of the exchange which denied 
it the right to pay a patronage dividend. 

"While the farmers had thus gained a place in the 
established grain trading system, the system itself remain- 
ed unchanged. 

But the Grain Growers Grain Company was functioning 
merely as a marketing agency and was not supplying any. 
elevator service, The demand for elevator service in 
Manitoba led the government of that time to embark upon a 
plan of buying and building elevators which were operated 
by a commissivon,' s6t up in- Lolo .veThess .elevators were 
entirely dependent for their revenue on storage and 
handling charges and did not succeed in earning enough 
revenue to stay in business with the result that by 
1912 they were leased to the Grain Growers grain company. 
That company had the greatest difficulty in operating 
this Line competitively and ineurred Losses Tor: the first 
two years of business. 

"The lease was continued and a guarantee was given 
by the government to enable the company to finance the 
purchases of grain at counvry elevator points and by 
1916 the company was operating the venture at a profit. 

"Tn 1910 the government of Saskatchewan appointed 
a commission of inquiry to evolve a plan for the con- 
struction of elevators in Saskatchewan. This commission 
reported against the government construction and purchase 
of elevators. It recommended that the problem should be 
disposed of by the farmers themselves organizing on a 
cooperative basis, with assistance in the matter of finance 


by a provincial government loane 
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"The plan called for the maximum amount of local 
control consistent with ownership by the whole body of 
sharehoiders and management through a central board of 
directors. |The company-got under way;:in-19l1l,. 

"In Alberta, where wheat growing had at that time 
a less conspicuous place in agricultural economy, the demand 
for govornment ownership of elevators was not as general 
or insistent as in Manitoba and Saskatchewan, tut the 
demand did lead to the Alberta Cooperative Elevator Act 
in 19145 which provided for the formation of a farmer owned 
and controlled company, financed. by means, of direct govern- 
Ment L0ans .tortheroompany-to) the.extent of. Sd.per cent. of 
the cost of construction or acquisition. 

tThe act contained provision for the disposition 
of company revenues on a patronage basis, subject to 
the following priorities: Annual payments due the 
provinée:,aliveurrent diebiditiess and: such reserve 
appropriations as the directors should deem advisable, 

"The Alberta Cooperative Elevator Company organized 
on thie basis got under way in 1951. The Alberta . Company 
received very material aid from the Grain Growers grain 
company which stood in somewhat of the relation of a 
business guardian to the new venture. The new company 
had financial difficulties in getting under way, due in 
part to its expansion in livestock and farm supply 
trading operations and it was not until 1915 that a dividend 
was paid by the company. 

"A like demand for the development of government- 
owned terminal elevators was being pressed side by side 
with the demand for country elevators, owned by the 
government or farmers. During the tour of Sir Wilfred 


Laurier in the summer of 1910 memorials were presented 
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urging the government to acquire terminal elevators and 
make effective provision against the mixing of wheat. 
These, and kindred demands -calculated to reduce the cost 
of production in the west, resulted in grain growers' 
associations sending a Ottawa some 500 western grain 
growers and 30U Ontario grangers, in what les become 
known as the 'Silége of Ottawa!. The whole deputation 
marched to the House of Commons and presented to the 
cabinet and members successive resolutions and memorials 
dealing with many subjects, amongst them the federal 
acquisition and operation of terminal elevators. The 
memorial expressed the conviction that no amount of 
supervision or inspection could effectually prevent 
manipulation in the terminals so long as they were owned 
and operated by private interests which were benefited 
by such practices. 

"The government responded by introducing the Grain 
BilLb oF choi whiok bécame «The ‘Ganeda Grain wet. ef: L9LZ 
under which the Board of Grain Commissioners for Canada 
was created. The government declined to go into the 
nationalization of existing terminals but did undertake 
to regulate the ownership and supervision of terminal 
elevators, the mixing of grain and to build and operate 
government terminals. 

tThe act itself greatly expanded federal government 
regulation of the grain trade, The supervision and regu- 
lation under the chairmanship of Doctor McGill and the 
competition of farmer-owned and government-owned agencies 
brought some measure of relief to the farmers. 

"Tn 1917 the Grain Growers grain company and the 
Alberta Farmers' Cooperative Grain Company formed the 


United Grain Growers Limited which did not include the 
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Saskatchewan Cooperative Grain Company. Until the time of 
the formation of the pools, the Saskatchewan Cooperative 
Elevator Company expanded within but confined its business 
to Saskatchewan, while the United Grain Growers Limited 
expanded in all three western provinces, In the meantime 

the dominion government built interior government eleva- 
tors at inspection points in western Canada, By the end of 
the world war the two great farmer-owned companies had 
attained a position of competitive ascendancy in the grain 
trade, handling in the season of 1818-1919 one-fourth 

of all grain inspected in the western division, The operat- 
Ton MOL Lhete companies brought benefits to western grain 
growers by reducing the dependence of producers upon private 
middlemen for grain handling, terminal facilities and export 
marketse 

"They had set up a competitive condition which 
improved local market conditions and lessened discrimina- 
tion, increasing marketing returns to growers generally. 
The annual grants made by the companies to other farm 
organizations had been largely instrumental in strength- 
ening the effective influence of the latter in obteining 
provincial and federal legislation advantageous to farm 
interests. But the profits realized through their 
participation in the business had been returned only 
GO such of the farmers as were shareholders, 

"Tn the organization of these companies, the dis- 
tribution of earnings on’a patronage basis had been 
contemplated. In the federal incorporation in 1911 the 
Grain Growers Grain Company had obtained the inclusion 
in its charter of a provision entitling it to pay 
patronage dividends. Likewise the acts incorporating the 


Alberta and Saskatchewan Elevator Companies provided for 
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distribution up to fifty per cent of the surplus either 
among individual patrons or among shareholders! locals, 
according to the volume’ of business ocontributed, 

"In this state of affairs an increasing number of 
voices were heard, questioning the cooperative character 
of the farmers! companies and charging them with being 
operated for the shareholders alone. An interest was 
naturally developed in the non=stock, non-profit type of 
pooling, developing in California, whith scemed to offer 
a More adequate t orm. of ‘agrieul tural cooperation, 

"The pooling idea was brought home to every grain 
grower in western Canada during the operation of the 
GVanedian’ Wheat’ Board. in’ Lule’ ande Locu. “Theexceliente 
of this operation and the collapss of wheat prices 
following dissolution of the board and the restoration of 
speculative trading combined to introduce a new phase in the 
history of the grain growers! attempt to cooperate in 
western Canada. Henceforth the pooling method illustrated 
by wheat board operations became the objective of the 
majority, of prairis farmers. 

"With the dissolution of the weath board in 1920 

a demand for the’ creation ‘of a wheat board modelled 
on the same lines as the one just dissolved asserted itself 
and continued to grow. Premier Meighen in 1921, while 
opposed to any renewal of government marketing monopoly 
under a wheat board, declared he was prepared to establish 
a wheat board to market whsat on a voluntary pooling 

basis. In the new parliament of 1922, an act was passed 
creating the Canadian Wheat Board on a compulsory basis 

on condition that the act would become effective when the 
provinces conferred upon the agency such powers possessed 


by the board of 1919, as in peace time came within 
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Provincial Jurisdiopivons 

"Special sessions of the All rta and Saskatchewan 
legislatures were called in July and the necessary 
ancillary legislation given with a minimum of dissent in 
those houses. In accordance with the request of the feder- 
al government to nominate men suitable for appointment 
as chairman and YWice-chairman of the board, the premiers 
OF the concurring provinces invited its former officers 
to acte. These gentlemen were unwilling to assume the 
responsibility of administering a board under the 
Peevrieuive powers coaTerred by Une act, Mrs Riddell, the 
former vice-chairman, explaining that satisfactory results 
could not be obtained because the act excluded the sale 
and export of flour and the saie and control of the 
transportation of wheat from the powers of the board, and 
did not include all western provinces. 

"Premier Dunning of Saskatchewan proposed as an 
alternative solution the formation of a farmers! export 
company which called for the substitution of a voluntary 
cooperative pool for the compulsory government board 
sought by grain growers, The refusal of the Manitoba 
legislature to enact the ancillary Legislation to give 
effect to the federal wheat board meant the continuance of 
trading in futures on the Winnipeg grain exohange. Premiers 
Dunning andGreenfield were still unable to secure the 
cooperation of Manitoba or the proper personnel to under-= 
takes the operation of the board and thus for the fourth 
successive year efforts to secure the re-establishment 
of a compulsory wheat -board failed, 

"When the futility of the attempt to get a compulsory 
wheat board functioning under the legislation seemed clear, 


the idea of a cooperative wheat pool on a voluntary 
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contract basis was revived, and the directorate of the 
United grain growers took the initiative in the direction 
of cooperative action by asking for a meeting of the 
western seption of the council of agriculture in 1923, 

to consider what steps should be taken in view of the fail- 
ure of the two premiers to get the wheat board under way. 
Their paper expressed the view that farmers in the 

PLeirie jorovinces Will be wiss now to turn their errorts 
toward the establishment of a voluntary pooling system 
under their. own control. 

"At the meeting of the council of agriculture in 
Winnipeg on the 4th of July, 1923, the United Grain 
Growers' representatives submitted a memorial offering 
an alternative to the abandoned wheat board plan, This 
Proposed a voluntary contract pool, terminabie on fair 
notice and providing for initial advances and participation 
distribution as in the case of the Canadian Wheat Board, 

"The United Grain Growers proposed that the two 
farmer companies might advance the funds for the first 
year's-operations and place their elevator and handling 
facilities at the disposal of the pool on much the same 
basis as those in use by the wheat board in 1919-20. In 
this the proposal differed from the earlier Dunning 
suggestion by which the farmer companies would have assumed 
the responsibility of jointly initiating and operating 
a pool of their own. - 

"No action was taken on this proposal for the creation 
of a single inter~provincial pool, the decision being 
to leave the matter of wheat pool organization to separate 
provincial associations whose ene aoe eee should meet 
again on July 23. The sentiment in favour of provineial 


initiative was most pronounced in Alberta where, even 
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before the meeting of the Council of Agriculture, at which | 
the United Grain Growers! proposal was submitted, the 
directorate of the United Farmers of Alberta had formed a 
wheat pool committee to take immediate steps, in consulta- 
tion with the markeving committee of the provincial cabinet 
toward the formation of an Alberta wheat pool on a five-year 
contract basis, 

"Late as it was in the year, it was doubted that such 
an organization could be completed in time to handle the 
whole crop, but it was felt that the sentiment of Alberta 
farmers was so strong that the inauguration of an immediate 
campaign to secure contracts was warranted, In Saskatchewan 
action was less clear-cut and united than in Alberta, but 
there too the members of the Saskatchewan Grain Growers 
Association on July 17 decided, to»proceed at once with the 
OVganizabien ofsa provincial wheat pool for the markeving of 
the crop of 1923, looking towards the fullest measure of 
inter-provincial cooperation, 

"The Farmers! Union in Saskatchewan likewise endorsed 
Such a movement, Development during 1923 took place along 
strictly provincial lines and in August there was organized 
in Alberta a wheat pool committee of seventeen, comprising 
ten farmers, representatives of the provincial government, 
the grain trade, and of banking, commercial and journalistic 
interests, The movement enjoyed the general support of the 
press and business interests, 

"Tn July, 1923, it was decided to proceed with the 
organization of the Alberta Wheat Pool on a five-year con- 
tract basis, although the proximity of harvest made it 
doubtful if Se eaiian tah could be completed in time to handle 


the crop of that year. The demand of the Alberta farmers was 
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so insistent and widespread that a campaign was begun to 
secure the signatures to contracts, 

"The movement swept the province -- merchants, bankers 
and non-agrarian citizens of all classes joined with the 
farmers in the canvass, To protect against the possibility 
of an inadequate sign-up and to secure appropriate volume in 
the limited time available because of the lateness of the 
season, contract signers were given the option of withdrawing 
from the pool if 50 per cent of the acreage of the previous 
year was not signed up by September 5, At the end of a two 
weeks! campaign, over 25,000 contracts had been signed, repre- 
senting 45 per cent of the acreage of the previous year. In 
view of this response it was decided by the trustees to pro- 
ceed with the work of organization and operation, leaving 
contract signers the right to exercise their option of with- 
drawal up to the 22nd of September. When that date arrived, 
it was found that the withdrawals amounted to less than the 
additional acreage signed in the interim, 

"With the assistance of the United Grain Growers and 
the support of the provincial government, financial problems 
were taken care of, The banks agreed to advance enough money 
to provide for initial payment of 75 cents per bushel (basis 
No.1 Northern, in store Fort William) on condition of a 
guarantee by the Alberta government for the maintenance of 
a 15 per cent margin between such advance and the market 
price, 

"The United Grain Growers placed their elevator facil- 
ities at the disposal of the pool on terms somewhat similar 
to those made with the Canadian Wheat Board in 1919 - 1920. 
The Alberta Pacific Elevator Company entered into a similar 


arrangement, These two companies, controlling 40 per cent 
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of the elevators in the province, set an example which the 
other companies in the province were bound to follow, 

"The United Grain Growers loaned the new cooperative 
$10,000 to purchase a seat on the Winnipeg Grain Exchange 
and provided money ror other expenses, assisted in the organ- 
ization of its accounting system and releasted two of its ex- 
perienced officials to act as manager of the Alberta Pool and 
Winnipeg sales manager respectively. 

"It was not until October 29, 1923, that the new organiza- 
tion was in a position to take delivery of its members! wheat, 
but nevertheless it handled more than 34,000,000 bushels in 
its initial season, being 26 per cent of the 1923 crop or 
40 per cent of the shipments from Alberta during the 84 months 
the pool operated, 

"From the foregoing summary covering nearly twenty-five 
years of grain growing it will be observed that the farmers 
of Alberta tried and exhausted all efforts to solve their 
problems by legislative action, They tried the farmer-owned 
elevator operation. While both these methods unquestionably 
improved conditions it was clear to farm people that some- 
thing more was needed, They turned, therefore, as a last 
resort in a courageous attempt at self-help to the coopera- 
tive idea as a means of getting for farmers as large a part 
of the price which the consumer paid for their product as 
could be made available. They organized a cooperative struc- 
ieee) built and paid for by farmers, Their purpose was to 
create an organization to reduce the cost of its farmer mem- 
bers in marketing their product so as to increase net farm 


income," 
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The Alberta Wheat Pool 

"The Alberta Wheat Pool was organized in 1923 under the 
Co-operative Associations Act, chapter 160 of the Revised 
Statutes of Alberta (1922). The question having arisen 
about the validity of an organization created under that 
Act to effect the purpose contemplated by the pool, the in- 
corporation was confirmed by the Alberta Co-operative Wheat 
Producers Act, chapter 7 of statutes of Alberta (1924). 

"Thus the pool charter stood until an action was 
brought in 1928 in the name of a pool member seeking ‘to re- 
Strain the payment of a patronage dividend by Pool Elevators 
to its patrons and demanding the return of the money deducted 
from the sale of his wheat in previous years for elevator and 
commercial reserves, These proceedings focused attention on 
DBowmaon Dor a royision of the eharter of the pool to meet 
conditions as they had developed, This was effected py the 
legislature of Alberta passing what is now known as chapter 73 
of the statutes of Alberta (1921) entitled, 'An Act respecting 
Ene Libertas Wheat, Pool!.. 1b. recited, im, part): 

Whereas, said incorporation was created in order to 
carry out a new grain-marketing program designed amongst 
other things to make possible an orderly marketing of grain; 
and 

‘Whereas, the memorandum of association, by-laws, agree- 
ments and Act of incorporation were compiled in anticipation 
of the course that the corporation would be required to pur- 
sue to effect its purpose and without full information as to 
the powers required by the corporation in carrying out its 
undertaking; and 

‘Whereas, the corporation has functioned for a period 


of five years and it is deemed advisable to revise the said 
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memorandum of association, Act and by-laws in the light of 
the experience gained so as to give to the corporation the 
powers necessary and useful to effect its purpose: and 

Whereas, doubts have arisen as to the meaning and in- 
tent of the terms of the said agreement, memorandum of assoc- 
dation and by-laws.! 


"A copy of the Act with amendments is attached as 


Exhibit 'A' hereto. This exhibit also includes the by-laws, 


Exhibit 'Al' gives references to statutory amendments to the 
Wheat Pool Act, 

"The pool entered into what was called a 'Marketing 
Agreement! which was Signed Biante member, A copy is 
attached as Exhibit 'B', The basis of membership and voting 
which has changed with changing circumstances is outlined in 
Bordo Ge LT 

"By the marketing agreement the grower appointed the 
association his sole and exclusive agent, factor and mercan- 
tile agent within the meaning of The Factors Act of the 
province of Alberta, and also his attorney in fact for the 
purposes in the contract set out, with full power and author- 
4ty in its’ own name, in the name of the grower or otherwise, 
to transact such business and take such action as may be 
necessary, incidental or convenient for the accomplishment 
thereof, coupling such appointment with a direct financial 
interest as the common agent, factor or mercantile agent or 
attorney in fact of the growers thereunder, and without power 
of revocation for the full term thereof, 

"The marketing agreement recited that one of the consid- 
erations for the execution of the agreement by the member was 
that one similar in terms was being executed by other growers 


of wheat in the province of Alberta, 
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"When the Alberta Wheat Pool was first organized, 
it had a share capital in which each member bought 
one share. When the constitution was revised in 1929, 
the pool was set up without share or other capital 
structure with power to pay back the money which it had 
received for shares issued under the first constitution. 
All moneys received from members for share capital were 
repaid to the members by ve pool forthwith after the 
revision of the constitution in 1929, 

"The marketing agreement provided for the deduction 
by the pool of one per cent of the sale price of members' 
grain for a commercial resdrve and two cents per bushel 
from the same source for an elevator reserve. See 
Menibit By, Clauses: 6 (d) Vand) 6(f)., 

"The grower by the marketing agreement umertook 
to deliver his wheat grown in the years 1923 to 1927 
inclusive to be marketed through the pool under the terms 
of the agreement. By paragraph 9 the grower covenanted 
that he would not sell or otherwise dispose of any of the 
wheat produced or acquired by him in the province of 
Alberta during the life of the agreement, to any person 
or persons, firm or corporation, other than the associa- 
tion. The percentage of total wheat deliveries in Alberta 
handled by the Alberta Wheat Pool in each of the years 
during which it ran a contract pool is appended as 
Exhibit C. A new contract was signed to cover the period 
from 1928 to 1932 inclusive and it contained provisions 
for continuing deductions for commercial and elevator 
reserve purposes. 

"Thus it will be seen that the moneys which.the 

XN 


pool has were received and are dealt with under the 
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terms of the two marketing agreements which define the 
eepeotiys rights of the pool and the members to those 
sums and their accretions. 

"It was contemplated that deductions would be taken 
in future years which after the necessary elevator 
facilities had been built, acquired and paid for would 
be available to retire the deductions made in earlier 
yearsSe The fund was to be revolved by capital deductions 


from the sale of grain." 


” 
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MR. PORTER: I think it would be useful at this stage 
if we turned ourselves to.an examination of the exhibits, 
because it is only by looking at them that we shall really 
understand how this set-up was created and the basis which 
we now support. Exhibit A contains the by-laws of the 
Alberta Wheat Pool Act and their amendments to date. 
The Alberta Wheat Pool Act as it appears in Exhibit A is the 
act passed in 1929. It will be observed that that act 
makes no provision for the institution having capital. 
There» are, no shares. There, is.no, provision for, its having 
Capital of its. own. It enumerates the powers which the 
legal entity has, and then deals with membership. 
Membership at the time the act was passed consisted in the 
Signing of an agreement to market wheat through pool for 
a five-year period. There were two ae agreements 
Signed -- the first series which expired with the marketing 
of the 1927 crop and the second series which began with 
the marketing of the 1928 crop and was intended to carry 
on for five crop years. Deductions were taken under both 
these agreements and I shall. go into the,clauses under 
Which they were taken. Membership has changed since that 
time and we can discuss the various changes as we go along . 
whey are, all outlined, in a subsequent exhibit, but at that 
timerno one could be:a member unless, he entered. into, a 
contract. to. market) his, erein,on terms. ofa uniform contract. 
These members had the right to vote on three things: 
the election of a delegate, the recall of the delegate, 
and on a referendum oF any question which should be m bmitted 
under the by-laws. 

THE CHAIRMAN: How many members are there in your pool? 
Mr. Porter? | 

MR. PORTER: Roughly, fifty-six thousand, Not all of 


these became members by Signing the contract. After the 
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expiration of the period for delivery fixed in the second 
series contract, there was a period when there was virtually 
no proviSion under which the farmer coucd become a member. 
That continued through the period when we were in a very 
serious LTinancial position, and subsequently, when that 
situation cleared up,provision was made in this respect. 

MR. ARNASON: Of the fifty-six thousand, do you know 
approximately what percentage would consist of active members-- 
i mean steady patrons of the pool? 

MR. PORTER: Those fifty-six thousand are live members, 
Mr. Purdy tells me...I cannot answer the question myself. 
Perhaps it is something we can get from the witness. 

MR. ARNASON: That is good enough. 

MR. PORTER: There is provision in section 8 which makes 
the vote of the delegate the vote of all the members of 
his district... A delegate must reside in the district for 
which he stands. The province is divided into seven areas 
and each area is divided into ten subdistricts, and the 
delegate must reside in one of those ten in the district 
which he represents. In other words, there are seventy 
delegates, ten for each district. We may have to refer 
Se2eins LO,that ach, but L think that gives you. pretiy 
well an idea of the situation in that regard. 

There are seven directors who need not be delegates, 
as in the case of Saskatchewan, to qualify as directors 
but who must be members. This set-up is not unlike our 
governments set up in this country, where you have the voter 
electing a member of the legislature or of parliament, 
the government being formed as a cabinet from among the 
members of parliament. The board of directors sits very 
much, in relation to the delegates, as the cabinet does 


to parliament, and the delegates sit very much in the position 
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which the legislature occupies in relation to its electors. 
Now I would like you to turn to the exhibit in 
Gonnection with the first series contract, Exhibit B. i am 
not going into these clauses with a view to arguing the le gal 
position, because that is something that is now before the 


Exchequer Court; but I do think that same outline of it is 


necessary if the commission is to understand the basis on which 


we Trecerd’ our ‘capital. 

We have no share capital. What money we get at the 
out- set in that capacity we return, and.the money we have 
has always been deducted from the prooeeds of the sale of 
members’ grain under the clauses I am about to read, and 
under the conditions which those clauses include. 

Clause 6 provides:that the grower shall appoint the 
association his sole and exclusive agent. There is a great 
deal more in that clause, but the association is the agent 
of the grower for the purposes of the contract. Under sub-= 
clause (d) one of the powers of the association is to pay 

or retain and deduct from the gross returns from the sale 

of the wheat delivered to the association by the growers 
certain things, and if you go along a the clause you will 
see that the association "may deduct such percentage, not 
exceeding one per cent (1%) of the gross selling price of 
the wheat as it shall deem desirable as a commercial reserve 
tobe’ used for any or the purposes or activities of the 
association." That is the authority for the deduction of what 
is now known as the commercial reservee 

Sub-clause (f) of clause 6 reads: 

"(f) To deduct from the gross returns from the sale 
of wheat handled by the Asscciation for the Growers who have 


executed this Agreement or, upon first obtaining the 


consent in writing of any group of Growers, a sum out of each 
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grower's proper proportion thereof not exceeding two cents 
(2 cents) per bushel and to invest the same, in the dis- 
OrUsion of the trustees of the Association, in shares 
of the capital stock of any company or association (formed 
or to be formed), whether promoted, owned or controlled 
by the association or not, which company or associatim is 
formed for the erection or acquisition by purchasé, Lease or 
otherwise of grain elevators and which company or associa- 
tion has entered into a contract or contracts with the 
association to handle the wheat of its members under the 
eontrol and direction of the association, and for such 
Purpose to apply Tor -and enter Wnto all necessary and 
inczdental contracts on) behalf of and in the name of the 
grower for the purchase of such shares of the capital stock 
of any such company.” 
Clause 7 réads: 

"7.. Any unused balance of reserves and surpluses 
Shall stand in the name of the Association and be owned 
by the members and shall, when in the opinion of the 
trustses a distribution should be made or upon a 
dissolution of this Association, be divided in the same 
proportions in which it was contributed by the members." 

I have not given the by-laws as changed in the 1929 
revision. I do not’ think it is necessary in view of the 
fact that the legal position is not going to be'settled 
here, but there were some provisions in the earlier by=laws 
relating to ownership of these reserves. 

MR. ARNASON: The word “trustees" in this contract 
refers to the arrangement made with respect to the handling 
of moneys during the organization period in which this contract 
was being signed. 


MR. PORTER: Under the new act we call these directors. 
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They were called trustees in those days. The trustee is 
the association under that clauss, not the director. 
Now Mr. Plumer may continue, 
THE. WITNESS: ..The brief. goes, on: 
"The Canadian Wheat Board had been able to function 
effectively with provincial elevator companies handling 
its wheat because the Wheat Board possessed a compulsory 
monOpoly in the marketing of the farmerst wheat. 
ine yools,,whichuatuthe .outeet believed. they »could foblow 
the example of the wheat board and have their grain 
handled by existing elevator companies, soon found that 
their lack.of control, which the wheat board had, placed 
them at a disadvantage. Being unable to take delivery 
of their members't wheat through country houses of their own, 
they found themselves without local representatives in 
contact with the grower who had to look for his services to 
an agent of a line company whose primary responsibility was 
40,secure grain gor his own, principal and to forward.at 
promptly to that principal's terminal. In many cases the 
pools were unable to control the movement of grain to 
terminals of their choice or positions where it was 
necessary to fill orders, 
"They were unable to deal with their shippers: at 
the local points where the grower parted with his 
erain. The grower felt he was less likely to be under- 
graded or over-docked by a pool elevator operator than by the 
agent of a contracting elevator company competing with the 
pool. 
"Petitions came from the membership in growing 
numbers requesting the pool to buy or build elevators 
at their respective shipping points. Poolmembers began 


to feel that lower handling marges could be made by 
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increased volume through houses of their own ownership and 
the retention of overages and grade gains for their joint 
benefit. The ownership of country elevators from which 
pool shipments could be controlled was likewise a consider- 
ation. Under The Canada Grain Act and their contracts 

with the Pools, line elevator companies were free to ship 
customers! grain to any public terminal, Thus they were 
naturally interested in shipping it to houses which they 
owned in whole or in part where they might properly earn 
additional handling or storage charges. if the pools de- 
sired their own wheat directed to their terminal or mills, 
they were required to pay a diversion charge to the elevator 
company. The feeling was that some companies tended to 
give preference to their own grain in forwarding the contents 
or their elevators to Lakehead to secure the benefits of 
cash premiums, 

"To meet the need for farmer-owned elevators to serve 
the pool, negotiations were opened with the United Grain 
Growers and with the Saskatchewan Cooperative Elevator 
Company. Committees met in the early part of 1925, 
Proposals were put forward by the Saskatchewan Co-+ 
operative Elevator Company by which their agents should 
receive their instructions direct from the pool; that 
there would be a joint advisory committee with repre- 
sentatives of each provincial pool and the two farmer- 
owned companies, to make recommendations on matters of 
policy and operation; the ascertainment of actual cost 
of handling wheat through country elevators and returns 
to pools of profits so shown, on the basis of the proportion 
of pool wheat to total handlings; and the concentration 
of pool wheat through farmer-owned companies't terminals 


and handling of same at cost. Negotiations for the 
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purchase or lease of the United Grain Grwoers! facili- 
ties in Alberta were carried on. All these negotiations 
broke down. 

"In all three provinces the pools then expanded 
elevator operation -- in Manitoba through Manitoba Pool 
Blevators building and buying houses -- in Saskatchewan 
by purchase of the properties of the Saskatchewan Co 
operative Elecgator Company and in Alberta by construction 
and purchase of elevators through Alberta Pool Elevators, 

a joint stock company created by the Alberta Pool under the 
provisions of The Companies Act of Alberta, 

"While there were no deductions for elevator reserves 
in the first year of the Alberta Pool'ts operation, 
elevator deductions were taken under the terms of the 
Marketing Agreement in the second year and thereafter until 
1928, Alberta Pool Elevators Limited operated three eleva- 
tors in 1925=26: in 1926-27 it operated forty-two elevators, 
ane i ror that “time ron tre system grew until in 1929 it was 
operating 438 elevators, which it had OOUChU Or DULit, 

It also built and leased terminal:facilities," 
MR. PORTER: That is about the same number you are 
Operating to-day. 
THE WITNESS: Yes, 
MR. PORTER: You have a terminal elevator of your own 
at Vancouver and one at Fort William? 
THE WITNESS: Yes, 
MR. PORTER: And you lease a government terminal elevator 
in Vancouver. 
THE WITNESS: That is true, 
"The capital used was furnished by the pool buying shares 
in Alberta Pool Elevators Limited with the elevator deduct- 


ions and lending it sums out of the commercial reserve, 


‘to sheet: gas 


nb badmtnes stow BPsetlA. of ee 


se ay f aoe bea i) est 
wy soetdgeeiek te dared 
a iece” be so) h ALS us ad Pie ib 
q Ae ; ; | : 
t re ' ae | cp ey sas, alive ‘ : 
ie ' I Le! .% i 1 vee a] oy) 


Fe: rt . ; t 5 ie ene a oda dee as rf 7 OP. ’ 


. . id ‘s 
i Ge A 1 orcs 
v An SSeS MM 
} F : 
. E 7 i 
: 4 d ee vd ve . 
. 
t Pity 
7 iy Th 
: i fe uM) ° rai ox 


Wed) Sey Oe iia ioe 4 : wy . 
ay ini = 


oe EW eo a> beg We puesiay ta a 


‘ 
no fe r 
ay mh pare ble 
‘ 08 hy co « ban oa Ad oT: aa 
Ee ay me Ww 
; A uy haa as 
: : 
z ‘ 
cee ie 
hate 4 ma 


P \ aon dh. ra nl air Tf 
4 Barre Gok. -% Bi 4 ow MH a 


7 : a { ; a 7o F I p 5 “Te 7) tt fhe te eg meer. pane Ce 


ee > f x a eee bale | i he : hie ie ae Hogta: wit 
Ei); 8 hiot.  Me okie see i oe si i 


. 


A 8 


-6899- Mr. Plumer 


The grain operations of the company were carried on by 
borrowings on its own credit and the credit of Alberta 
Wheat Pool. 

"This elevator company entered into a handling agree- 
ment with the pool in terms identical with one signed 
by all other elevator companies which handled wheat for 
the pool. A copy of this contract is appended as Exhibit 
TDs Under this agreement the elevator companies collected 
Tromethesmembe rs their charges, fixed..by, the,.Board, of Grain 
Commissioners and operated on spreads fixed under the 
agreement. 

"The earnings of the pool elevator company prior 
to the season of 1927-1928, were paid by the elevator 
company to the pool and added by the pool eae fine) 
payment for the proceeds of the sale of grain to all 
members, The distribution was to all members and not just 
pool elevator patrons alone, the reason being that the 


elevators had been built by the deductions from all the 


members but they could only be patronized by those who 


lived in the vicinity of the structures which were still 
too few to serve all of the areas of the province. 

Tinsbhe .crop yeoar,1927, the: elevator company .made 
approximately $1,000,000. Inasmuch as it was the declared 
purpose in all of the elevator construction program and 
campaign to give service to the members at cost, the earning 
in that year was distributed on a patronage basis. 

"In May, 1928, the delegates of the pool decided that 
th elevator system for the ensuing year would be operated 
by eliminating handling and service charges and deducting 
actual operating costs on a bushel basis from the final 
pool payment for wheat to pool elevator patrons. On the 


2ist of September, 1928, a circular was sent by the pool 
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to all its members advising that this method of operation 

could not be put into effect. The elevator companies 

having contracts to handle pool wheat pointed out that 
this method of operation was unfair to them inasmueh 

as a pool member could go to his own elevator and have 

his grain handled without having to put up any charge 

in eash, whereas if he were obliged to send his grain 

through a line elevator, even though he was sending 

ive oo Ghee pools te would have to pay a cas... amount 

on delivery: Accordingly on the 2lst of September, 1928, 

a circylar was sent to all members pointing out that the 
pool elevators would be operated on a patronage basis. 
This circular is appended as Exhibit E. In the crop 
year 1928-1929, $488,000, was paid out by way of 
patronage dividends." 

MR. PORTER: JI would direct attention to that circular 
for the purpose of showing the move which the delegates have 
decided ons. When a man brought grain in and delivered it he 
book his @€rade.and his initial payment, and the cost of 
handling it was to be adjusted and deducted from his final 
payment when he got it. That is the method that the 
delegates decided to use at that time, and as the brief 
points out, it was wrong to do that at the pool slevator 
when a Similar arrangement was not available to the ener 
at the line elevator, and inasmuch as the contract 
between the pool and the line companies provided that, 
if any arrangement were made in connection with the 
pool elevators, a like arrangement would be made in respect 
of the line elevators it was found that the method was 
impracticable. I want the commission to see it as 
illustrating the extent to which these people viewed this 


operation as one to be conducted at coste 
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operation as one to be conducted at cost. 

"LI the month of July,) im thes year 1929',) The 
pool set its initial payment for the 1929 crop 
at $1. 
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per bushel in store Fort William, the price for cash 
wheat at that time being $1.67% on the same basis. while 
there was a carry-over from 1928 of some 48,000,000 bush- 
6is,othe 1929 crop twas’ so'much smailer:than the’ crop of 
1928 that the advance of $1 per bushel seemed sound. 

"World-wide economic conditions then apparent to 
very few observers were, however, at work and-crystalized 
ultimately in what we now call the 'depression'. fTheir 
effect was first felt upon raw products moving into world 
export markets. Wheat suffered earliest and most severe- 
Ly ODT Se export production. The volume: of international 
Shipments of wheat shrank from 925 million in 1928-1929 
to 612 million in 1929-1930. (Sirois Report, book l, 
chs 6, “page! 1356.) 

MR. cOPORTER PO We Lind at this pointia reference to 
the Sirois report, and if there was more time it would be 
Tieresbing to ireadit.: Abthough- it is’ tot lone, I 
think we ghould refrain from doing so at this time, but 
I would urge members of the Commission to take a look at 
it, because it is a useful summary, looking back on a lot 
of facts which we should have seen in 1929, and which I 
think it is agreed no one foresaw. 

TH, WINES. Whe vrler continues: 

tThe pools took delivery of 129,952,000 bushels of 
wheat from the 1929 crop and had on hand 48,000,000 bush-_ 
els of a carry-over from the 1928 crop. The Pool carried 
the) price: Tisk oc. owership ion all this rainy) ATL tie 
other grain marketed in canada was sold through the 
futures system of the Winnipeg Grain Exchange. This 
system which presupposes a free market and consumption 
capable of absorbing the crop within a year of its growth 


does not tolerate surpluses and knew no method by which 
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to attempt to move them except by reducing the price. 

world conditions, discussed in the reference to the 
Sirois Report, precluded former customers from buying in 
anything like the quantitities of previous years. There 
came @ precipitous drop in the price of wheat. Sales of 
wheat did not increase with the fall in price. Alarmed 
by the threat of cheap wheat to their own agricultural 
populations importing countries imposed tariffs and 
quotas. There began that long period of world wheat sur- 
pluses which has, with some fluctuations, continued to 
the present time. 

nThe pools borrowed the money from, the chartered 
banks to pay the initial payment of $1 per bushel to its 
members, Undertaking to maintain a margin of 15 cents 
per bushel between the market price from day to day and 
tne borrowings. As the market Tell, the pools , became 
financially incapable of maintaining this margin. No one 
then had 4 realization of the far-reaching. effects of the 
altered circumstances of world economic affairs and 
there was but tfaith in the speedy retum to the old 
conditions of prosperity'. 

"The governments of each of the three provinces of 
Alberta, Saskatchewan and Manitoba gave guarantees to the 
banks against ultimate loss arising from the banks! 
advances to the pools on the 1929 crop. The Alberta 
Wheat Pool gave the Alberta government a charge on all 
tS asgets 26 did Alberta Pool Blevatore to secure the 
government upon the guarantee to the banks. The validity 
of this charge was declared by statute, notwithstanding 
the interests of the members in the properties. 

(Statutes of Alberta (1930) ch.27; Statutes of Alberta 
(1931) Ch. 4.)" 
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MR. PORTER: I have not put those statutes in, 
although they may be needed in argument. It seems to me 
however that they are available to all alike, and need 
not go into the record of the Commission. 

THE WITNESS: The brief continues: 

"When the 1929 crop was ultimately marketed it 
realized some $22,000,000 less than had been advanced by 
the pools to members on account of the 1929 deliveries. 
Alberta Wheat Pool was liable for $6,429,000 of this loss. 
On final ascertainment of the amount of the overpayment 
Which was not Pixed’ until 1932, the government of the 
province of Alberta issued to the banks its bonds payable 
in 19520. for the part of the overpayment for which the 
Alberta government was liable to the banks. Alberta 
Wheat Pool and Alberta Pool Elevators Limited issued a 
bond payable on an amortized basis, cakculated to retire 
the deol SUG inverest 17) 1YOl secured Dy a> charge upon all 
of the fixed assets of Alberta Pool Flevators Limited and 
a ilOating charge upon all of the assets of Alberta “Wheat 
Pool and assets other than fixed assets of Alberta Pool 
Blevators Limited. The validity of this document was 
declared by statute. (Statutes of alberta (1932) Ch. 8.) 

In view of the member interest under the contract 
in the property charged under the provisions of the two 
marketing contracts, providing for the deductions which 
built the facilities pledged, the same statute (being 
Ghapter & of the Statutes of Alberta, 1952) precluded 
the members from withdrawing any monies from the commer- 
cial or elevator reserves pending payment of the debt 
secured by the debenture." 

MR. PORTER: . It will be noted that the expression 


tmember interest’ is used. Under the three clauses which 
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I read from the marketing agreement, which left the 
deductions, the property of the members, in our hands, 
there was some doubt abat the right of these institutions 
to pledge property that that money had acquired for the 
purpose for which it was pledged. The validating statute 
declared that it is validly mortgaged, in ary event; and 
then without changing the position as between the institu- 
tion and its members under that contract, we suspend what- 
ever right there may be to a return of that money until 
after the expiration of the period for payment of the 
mortgage. 

THE WITNESS: The brief continues; 

"In 1929 the United States government, recognizing 
the emergency Situation which existed with respect to the 


prices of agricultural products, passed the Agricultural 


‘Marketing Act authorizing the purchase of farm products, 


Percvircileriy wouiest., 1 Gitier to stabilize prices, (This 
operation resulted in a substantial Loss, borne, by the 
American treasury. Australia went off the gold standard, 
Argentin@ set up a system of exchange control calculated 
tO maintain prices internally... In canada the wheat pools 
controlled the marketing of approximately one-half the 
supply of wheat all unhedged and were therefore in them- 
selves a stabilizing factor. There was not therefore in 
Canada the same apparent necessity for government inter- 
vention as the three pools were in effect carrying on 
Stabilization operations like the government of the 
United States by holding large quantities of wheat from 
forced sale which would have caused complete collapse. 
'The whole of the cost of that operation which 
enured to the benefit of all of the people of Canada was 


borne by pool members. Moreover pool members secured 
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only the initial advance for their wheat. Non-pool 
farmers were able to sell at varying prices of their 
choice on the decline made less precipitous by the relief 
of hedging pressure which pool stocks effected. In no 
other country was a single organization, cooperative or 
Sulerwiec, Catled Upon vo) carry Such 2 load Diarra such 
a sacrifice. 

"The overpayment amounted to a sum almost as great 
as the elevator and commercial deductions combined. . The 
elevator facilities were charged with its repayment. 
Member equity in the properties therefore stood impaired 
to the extent of the debt to the provincial government. 
The monies which created this loss were, however, received 
by the growers in the advance on their wheat and they 
were to that extent in the same position as if their re- 
Serves Nad bescn repaid to. them, 

Mindful of the benefits which they believed the 
pool and the elevator system had brought to them, all 
WEre .iInGent UwpeEen Seeing 10 . continue 50 wiunction., .1operul 
that the marketing conditions which had led to the: price 
collapse were temporary. The Pool continued on a contract 
basis for the crop year 1930, the government of Alberta, 
postponing its charge under the debenture to enable the 
banks to take security for the advances to permit the 
Alberta Wheat Pool to carry .on for the crop year 1950. 

"Sirois Report - pages 161 and 162:- 

'The plight of western agriculture was quickly 
recognized. The federal government, whose economic 
policies did little to soften the impact of the de- 
pression on the wheat farmer, undertook to alleviate 
his position by means of public finance. when wheat 


prices began to fall precipitously in the autumn of 
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1930, the dominion guaranteed the initial payment set 
by the pools and a general manager of the central 
selling agency having the confidence of the govern- 
ment was appointed to take charge of the carry-over 
and to market the 19350 crop. In the following year 
the contract pools were terminated and the initial 
payment or minimum price system was abandoned. Jn 
that year (1931) the federal government paid a bonus 
of five cents per bushel on all wheat marketed. The 
bonus was discontinued in 1932 and instead a 'stabi- 
lization! policy was begun. Throughout the period, 
1932 to September, 1935, the government, through the 
general manager of the central selling agency, made 
large purchases of futures on the winnipeg Exchange 
for the purpose of maintaining or raising the open 
market price at which farmers sold their wheat. 
While these efforts at times held the canadian wheat 
price above comparative world prices, they did not, 
however, prevent it from falling to disastrously low 
levels. The attempt to "stabilize the value of 
Canada's principal export sold on a shrinking world 
market was a bold venture. The unsold stocks which 
Peet iacod and were held by the government assumed 
large proportions and involved an increasingly hazard- 
ous Tisk tC the taxpayer. When the Wheat Board was 
established in the autumn of 1935 and the "stabili- 
zation" operations came to an end, the eovernment 
had on hand some 205 million bushels of wheat. How- 
ever, the continuation of the S mous in North 
America, a short crop in the Argentine, and world 
economic recovery brought a sharp rise in prices 
during the following year and the Wheat Board was 


able to sell the whole of the carry-over ina 
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relatively short period with a small net profit to 

the government. The minimum prices set by the 

board for the 1935 and the 1936 crops resulted in 
losses of about $12,000,000. 

"Although the government's wheat marketing 
policy during the depression entailed considerable 
risks, the total cost to the taxpayer proved in the 
end to be relatively small -- a total of about 
$20,000,000 (including the five cent bonus) during 
1950-57, or less than an average of one cent per 
bushel over the period. The drastic impact of the 
depression on prairie agriculture was not signifi- 
cantly reduced by government assistance.! 

"In 1930 Alberta Pool Elevators Limited leased its 
entire undertaking to Alberta Wheat Pool which since that 
time has operated it under a leasc, renewed from year to 
year, in terms identical with those see aanicn in the 
document, exhibit F hereto attached." 

MR. PORTER: Whereas it will be noted that the copy 
of Exhibit F bears the date 1931, actually the first of 
these leases was made in 1930. I emphasize that because 
in 1950 the operations of the Pool were clearly under 
4 (p), pooling under contract. So that there was no 
question as to this document's being made in any way in 
rTelation to taxation. It was.done at that time for- the 
purpose of consolidating the operations of the Pool and 
the Elevator Company and involved internal questions 
only. I say that because there was no question of taxa- 
tion outstanding at that time. The lease, which is 
Exhibit F, simply provides that - | 

"In consideration of the mutual covenants herein 


contained the Company....' 


de 
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That is, the Elevator Company -- 
"..eehereby leases to the Pool the Company's entire 
undertaking for a term...,'* 
of one year. That lease has been renewed from year to 
year Since that time. The terms are that the Pool will 
pay all operating and maintenance expenses of the venture, 
and will pay insurance premiums to the extent necessary 
tO keep it insured, and pay all rentals on leases the 
Hlevator Company owns, and all interest payable under any 
mortgages the Elevator Company has outstanding -- and at 
that time there was outstanding a mortgage on the terminal 
elevator at Vancouver. Then -- 

"In the event that the Pool receives on the operation 
of the Company's undertaking a sum sufficient to pay 
all of its obligations under this lease and ait OF 
the other expenses of operating so that any sum 
remaining would represent a profit then to pay to 
the Company a sum for depreciation calculated at 
the rate and ascertained in the manner heretofore 
used by the Company in setting up its depreciation 
fund." 

Then, there is a provision for cancellation in the event 
of the Pool ceasing to receive wheat from its growers, or 
making an authorized assignment in bankruptcy, or ceasing 
to operate the undertaking of the company, Save only such 
portions thereof as may be shut down on account of season- 
able activity in accordance with practice in the elevator 
business. 
Then, there is provision in clause 1 that -- 

"For the period of the term hereby granted or until 

the sooner determination thereof eae ror the part- 


ies hereto will forego its right to claim from 
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the other interests on any sums or balances of 

account that may from time to time be owing from one 

to the other." 

It is pointed out to me that I may be wrong about 
there being an earlier one. The reason I did not incor- 
PCtete The earlier one was ‘that 7. could not find it. péer- 
haps the reason I could not find it is that given me by 
Mr. Howard, that this lease actually runs from July LG, 
1940, although it was dated February 26, 1931. It actu- 
ally says, "for a term beginning (notwithstanding the 
date hereof) the 16th day of July, 1930"; so I might after 
Away Ciuvenvihe Tirat ,one. My point.is’ that as of ‘the 
date on which the arrangement was made we were clearly 
under 4 (p). I think Mr. Howard has solved the reason I 
could not find the earlier one, if there was one. 

THE WITNESS: Then, the brief continues; 

Sip a0C1t10n TO isasine ite facilities to. the 
Alberta Wheat Pool, Alberta Pool Rlevators Limited joined 
with the Alberta Wheat Pool in pledging its credit with 
the chartered banks to borrow the money to enable the 
Alberta Wheat Pool to carry on its operations in the 
various forms which they have taken since 1930 which are 
outlined hereafter. 

Mixthethe, close of the crop year:1950\the, Pool 
decided that it ought to leave its members free to market 
their grain by any available means. The fall in price 
of grain had been so severe and the resulting losses to 
the agricultural population so acute that they were not 
able to function by taking a partial payment at the time 
SCnwelivery on thoetriorop, but in,order to exist. at all 
they had to get in full the little payment which was 


available on outright sales. (See Exhibit 'Gt, Sirois 
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Report - volume entitled 'National Incomet, pages 90 and 
916) 

"Accordingly the Alberta wheat Pool advised all of 
its members that it would release them, not from the con- 
tract as is so often loosely said, but from one of the 
obligations in the contract, namely the obligation to 
market all of their grain through the Alberta wheat pool 
2Or Ghe period fixed by the, contract, (See Bxhibit tat- 
sections 32 (a), (b), (c) and (da).)* 

MR. PORTER: Exhibit G is taken from the national 
income study in the Sirois Report, and shows the break- 
down of farm income, and also shows the price of wheat 
EDOM eo LOn L576 bi 1S.) 4us ta. handy way of showing, 
Statistically, that the price drop was so great that 
people could not afford to take the initial payment. I 
shall not go into the figures in detail, but I would 
point out that they are all there on that exhibit. 

Then, I do wish to direct attention to Exhibit A 
on this question of releasing the grower, because there 
seems to be some confusion about it. I direct the atten- 
tion of the Commission to the black title tSubsisting 
Agreements". Under that heading we find this: 

"In handling the wheat crop of the years 1931 and 
1932 the Pool releases members from the obligation 
to deliver all or any wheat to the Pool in pursu- 
ance of such agreements." 

This by-law is a by-law passed by the delegates, and as 
I said, the vote of the delegate is the vote of every 
member for his district. Then, the next paragraph under 
"Subsisting Agreements” is as follows: 

"The Pool will take delivery of any wheat from a 


member for pooling subject to the terms and 
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conditions set out in the marketing agreement. 
"In respect of wheat pooled in the crop year 1931 
the Pool will make no deductions whatsoever from the 


proceeds of the wheat so delivered on account of 


‘commercial or elevator reserves, or on account of 


the overpayments in, respect of the 1929 crop. 
"The Pool will enter into a marketing agreement 


with any wheat grower forthe crop years 1931 and 


1932 or either of them for the pooling of all or 


any wheat delivered by such grower to the pool for 


pooling upon the terms and conditions set out in 


the current marketing agreement, subject to the 
Same modifications as to the obligations to make 
delivery set out in sub-clause (a) hereof and sub- 
ject to the condition that no deductions shall be 
made from the proceeds of any wheat so pooled cn 
account of commercial or elevator reserves." 


I have referred to these paragraphs because there 


is a broad notion--and we heard it expressed yesterday-- 


that the grower was released. The contract in our case 


Subsists. The change in it is brought about by those 


clauses. 


Perhaps at this time I might complete the record by 
saying that so far as new members are concerned, they are 
dealt with under an application for membership, which T 


shall offer as an exhibit, amd which contains the follow- 


ing paragraph: 


"—In consideration of the board of directors accept- 


ing such assignment.....t 
That is the assignment of share in the reserves -- 
"...eand granting me membership in the Alberta 


Wheat Pool I agree to be bound by all of its 
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constitution and by-laws and by the terms of the 

contracts under which reserves I have acquired were 

accumulated in the same manner and to the same ex 

tent as if I had been an Original signer thereof.’ 
The contract to which that clause refers is the first and 
second Series contract, under which reserves were taken. 
I think perhaps this document Should be marked as an ex- 
Dipibe wadid, nob put it in as part of my brief, although 
Wothini whould, have.) I can PUONe Lt Hoymead lyn wk? yt des 
desired. It will complete the contractual relationship. 

THE WITNESS: Then, the brief continues: 

"Members were simultaneously advised that if they so 
desired they could continue to market their grain on the 
pooling basis. They could deliver their grain to the 
Alberta Wheat Pool, to be dealt with by it on the same 
terms as were provided in the contract. On that basis 
voluntary wheat pools were operated by the Alberta Wheat 
Pool in the crop years 1931, 1932, 1933 and 1934. With 
the return of the Federal Wheat Board these operations 
were suspended in 1935-1936. In the crop VATS. dI56 ph LOG? 
and 1938, wheat was marketed through a Federal wheat Board, 
functioning side by side with the Open market. 20,4989 
and 1940 there was the open market and the Wheat Co- 
Operative Marketing Act." 

MR. PORTER: I should like to make a correction here, 
Under the Wheat Co-operative Marketing Act the maximum 
which could be handled was 5,000 bushels. The Alberta 
Wheat Pool ran a voluntary pool for its members who wanted 
to market in excess of that 5,000 bushels, 

THE WITNESS: The brief continues: 

"In the crop years 1941, 1942 and 1943, bad 2G 


September, 1943, there was the wheat board and the open 
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market, after which.the wheat board marketed all wheat. 

"No deductions from the proceeds of sale of members! 
grain have been taken since the crop of 1928. The 
business of the Pool, including the operation of the 
elevators, has been financed exclusively by the use of 
the elevator and commercial reserves, accumulated under 
the contract prior to 1929, aided by annual postponements 
of the Alberta government's security to permit of borrow- 
ing from the banks. Since the advent of the wheat board 
the Alberta Wheat Pool has functioned under the terms of 
the handling agreement, identical in terms with those 
made by the board with all other elevator companies. 

"The operations of pool elevators from 1930 onward 
have resulted in earnings and losses, details of which 
are available to the Commission. No patronage dividends 
Were Deld trom LoeS until 1941. The struggle of the mem- 
bers of the Pool throughout that period was to keep their 
enterprise in business and to pay off the mortgage to the 
Alberta government as a condition precedent to their re- 
turn to the principle of rendering elevator service for 
members at cost. 

"In 1941 when it became apparent that the Pool was 
in a position to reduce its debt to the Alberta govern- 
ment to a sum that would not preclude the Pool from carry- 
ing on, the delegates decided to distribute to member 
patrons some of the earnings made in the interval. 
Records have been kept throughout making it possible to 
allocate these earnings to members on a bushelage basis. 
An initial distribution of $89,000 was authorized in 1941 
on the deliveries of 1938, and $92,000 on the deliveries 
of 1939, and $470,000 on the deliveries of 1940. Since 


1940 two additional distributions have been made, being 
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$196,482 for 1941 and $306,472 for 1942, A distribution 
has been authorized for 1943 amounting to $1,351,808 but 
payment has been withheld pending clarification of the 
income tax position. 

"With the object of retaining the ownership of the 
enterprise in the hands of those who from time to time 
are its patrons, amendments were secured to the Poolts 
charter to enable the Pool to pay patronage dividends in 
the form of reserves. These are found in their present 
form in sections 40 to 45 of The Alberta Wheat Pool act. 
(Pana bat. TAY) et 

MR. PORTER: We will have a look at this, so that we 
can understand how it works. [In short, these authorize 
the Alberta Wheat Pool to buy rateably from all reserve 
holders a percentage of their reserves, and the section 
compels the member to sell. Having acquired them the 
institution may write them off, or may issue them to two 
classes of people. Those who desire to become new mem- 
bers are required under the by-laws to be owners of an 
interest in the reserves before they can become members, 
and the institution may sell to them, or may distribute 
them to members on the occasion of a patronage dividend, 
injiieu-or cash. 

There is at the moment a limit of 15 per cent on 
the amount which can be bought back by the institution. 
That is a limit which we ourselves imposed, and which the 
government felt ought to be imposed; because by the method 
of buying in and cancelling we could have Wiped out and 
distributed our entire capital. It was felt that while 
we were in debt that there should be some limit on the 


amount which we could buy in and cancel. 
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THE WITNESS: The brief continues: 

"Tt is submitted therefore that the declared initial 
purpose that the Pool should function on capital belong- 
ing to its members so as to give them service at cost by 
returning the earnings to them in the form of a patron- 
age dividend has been consistently adhered to except 
where that practice was prevented by the overwhelming 
necessity of postponing distribution on a bushelage basis 
to save the enterprise from being lost by the members who 
built and used it. The member patrons have nevertheless 
in the interim received a dividend inthe form of the in- 
crease in their equity in the enterprise brought about by 
the reduction of the debt through the application of earn- 
ings. 

*The price of wheat in western canada is fixed on the 
basis of its value according to government grade and 
weight in store in a licensed terminal elevator in Fort 
William or Vancouver. The price of wheat at any given 
country point is ascertained by the Fort William price, 
less freight and elevator service charges and handling 
Spreads, 

"An examination of the contract issued by the 
Alberta Wheat Pool to elevator seen ae during the days 
of the contract pool makes it clear at once that the 
existing contract between elevator operators and the 
wheat board is modelled on the old pool handling contract 
with elevator companies. The function which the Alberta 
Wheat Pool is performing for its members now is not 
different from that which it performed under the contract 
pool, except that under the contract pool it disposed of 
the grain to many buyers, whereas now it delivers grain 


under the compulsion of a statute to the wheat board. 
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See Baal t) te, 

"The Selling functions formerly performed by the 
central selling agency of the pools are suspended but all 
others prevail. What are those functions? It takes the 
grain of its members from the truck or wagon at the 
initial shipping point and delivers it through its facili- 
ties to the ship, to the order of the canadian wheat 
Board, just as it. formerly delivered it to the order of 
the pool selling agency, called the Canadian Co-operative 
Wheat Producers Limited. 

"Under the contract pool, the Alberta Wheat Pool 
made an advance to the grower against his wheat at the time 
of delivery. The amount of that advance depended on 
freight, grade and the condition of the grain. Now, the 
Alberta Wheat Pool makes a like advance to its patrons on 
behalf of the Canadian Wheat Board. In both instances 
it delivers the grain to a terminal position on the basis 
of government weights, grade and dockage. In one in- 
stance it delivered the grain in a terminal position to 
the order of the central selling agency and in the other 
instance to the wheat board. In both cases it is paid 
not the advance which it has made to the grower but the 
advance that it would have made to the grower if his 
grain had been graded and docked at the country point as 
it is graded and docked by government micpemitide at the 
terminal. The risk of grade loss was in each instance 
borne by the Alberta Pool but the earnings from grade 
gain and overages accrued to the Alberta Pool and this 
in the case of the Canadian Wheat Board, notwithstanding 
a statute requiring the wheat board to pay all farmers 
alike for the same grade and quality of grain. Likewise 


terminal gains and losses, 
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"When the Pool was functioning under a contract, a 
line elevator company made the gain on grade and overages, 
just as the line elevator companies and the Pool today 
make the gain on grade and Overages on handling farmers: 
wheat for the board and so in in the terminals. These 
facts are cited to show that it has not been possible to 
find a method by which grain can be handled mere lyr or ie. 
fee, inasmuch as it is completely impossible to preserve 
the identity of each wagon or truck lot. 

"What the Alberta Wheat Pool undertakes to do with 
its members, therefore, is to deliver a member's wheat 
ee res wagon to the ship at cost, bearing in mind those 
inequalities due to errors in grade or dockage which may 
cost oné member a loss and benefit another, but) so. that 
the aggregate of the gains is distributed back to the 
member on the basis of bushels delivered, Thus mob “only 
the excess charges but all of the operating gains are 
returned to the member by patronage or added interest in 
his own enterprise. His cost of getting his grain to the 
state and position where in Canada its polce wis: tived:, ; 
namely in store in terminal in Fort William or Vancouver, 
is accordingly reduced. The farmerst taxable income is 
accordingly increased. 

While the contract with the wheat board expressly 
declares the Alberta Wheat Pool to be an agent of the 
board, that statement is legally inaccurate, inasmuch 
as any agent would ordinarily be accountable to his 
principal for the gains made in the handling of his 
principal's goods. None the less, the Alberta wheat Pool 
in handling its memberst wheat functions too as their 
agent and is bound to return to the member the proceeds 


of the grain delivered to the wheat board, less proper 
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charges, the combined surplus of which is distributed to 
the member by patronage dividends or an accretion to his 
equity in the enterprise. 

"The Alberta wheat Pool now handles member and non- 
member grain under public elevator licenses issued by 
the Board of Grain Commissioners. The percentage of non- 
member business is well below the permitted maximum set 
by the provisions of section 4 (p) of The Income War Tax 
Act. 

"Wheat and flax are handled under contract with the 
wheat board. Coarse grains are handled on the open mar- 
ket under the regulations of the Wartime Prices and 
Trade Board. Neither the Alberta Wheat Pool nor Alberta 
Pool Elevators Limited were ever assessed by the govern- 
ment of the province of Alberta for income tax nor were 
they assessed by the Dominion under The Income War Tax 
Act until 1944 when an assessment was issued ccvering 
the operations of the Alberta wheat Pool for 1942 as a 
basis of testing the legal position of the Alberta wheat 
Pool. Proceedings in this assessment are now before the 
Exohequer Court, stayed pending the report of this commis- 
Sion." 

MR. PORTER: I might say there has been gome cone 
fusion about the Alberta situation with respect to taxa- 
tion, and I should like to explain the law as it was then, 
so that we may remove that confusion. 

In Alberta we had an income tax imposed much as we 
have one in the Dominion. But we also had a corporation 
tax, imposing a variety of taxes upon the property of 
different types of corporations. Under that Act there 
was a tax of $55 imposed on each licensed elevator -- 


that is, each elevator licensed under the Canada Grain 
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Act. But it was provided that if the Owner of an elevator 
paid income tax to the province, the 655 was deductible 
from his tax. Because the Alberta Wheat Pool paid $55 -- 
and it was imposed on everybody, whether they had income 
or not -- it will be said that the Alberta Wheat Pool 
paid income tax. The fact ig that it didnot pay income 
tax in Alberta. The brief is correct on tnet points "But 
it did pay $55 tax, per house, which in the casé of those 
companies paying income tax was deductible from their 
income tax. 

THE CHAIRMAN: That is on each elevator. 

MR. PORTER: Yes, on each elevator, 

THE WITNESS: The brief continues: 

"The operation of pool elevator companies has result- 
ed in the progressive reduction of the costs OTe rain 
handling of pool and non-pool member alike. Handling charg- 
€S and spreads have been Steadily reduced. The wneat 
pools have consistently led the efforts to reduce charges 
and spreads in the negotiations with the wheat board, and 
in spite of the resistance of competing enterprises, have 
been able to bring about reductions that during the period 
of the wheat board's operations have resulted in a saving 
of hundreds of thousands of dollars to the government of 
Canada and to farmers, pool and non-pool alike. 

"The Alberta wheat Pool has been a gigantic attempt 
by mors.-than half the people of the province of alberta 
who live on farms to help themselves after the exhaustion 
of efforts to solve their problems by legislative methods 
to which they resorted for a period of over twenty-three 
years. These people watched the experiment of elevator 


Operation by government in Manitoba and tried themselves 
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to solve the difficulties by farmer-owned elevator com- 
panies. Alberta Wheat Pool has carried on with capital 
contributed by members alone. Through the economic chaos 
of the depression it took its losses and while the in- 
pact of those events necessitated aid from the provincial 
government its members met and have almost retired that 
loss which is amply secured by a mortgage on their prop-_ 
Sry. 

"This whole attempt at self-help has been conducted 
without cost to the government of Canada, while side by 
side with the Poolts stabilization activities other 
nations gave aid to growers at the expense of national 
treasuries. The loss of more than $22,000,000 the three 
pools have borne and are still repaying, exceeds by 
#2,000,000 the total loss of the dominion government in 
its conduct of stabilization and wheat board operations 
which it undertook later than the government of other 
countries and only after the Pool had carried the burden 
alone. 

‘Both its stabilization efforts: and the reduction 
in handling charges have accrued to the benefit not only 
of pool members but the whole of the grain growing popula- 
tion of the west. 

"Tn the post-war economy, eost of production and 
marketing will be again the major factors in our ability 
to produce and sell in the world's markets. Western 
farmers pay freight and duty on nearly everything they 
use in the production of wheat. They pay freight to 
the world's market on the goods they sell. Whatever 
saving can be made in the cost of marketing their pro- 


duction will to that extent increase the ability of 
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Canada alate eee in international markets. 

"Tt is submitted that the nation ought not to hinder 
this mass of people in their efforts to market their own 
production at cost. The ordinary corporation is an asso- 
clation of people who put their capital into its shares 
for the purpose of making a profit at the expense of 
their customers. The Alberta Wheat Pool is an attempt 
by members to put their capital into the hands of a legal 
entity to enable it on their behalf to reduce the cost of 
marketing the member customerst production. 

"The savings thus made increase the tax liability 
of the members. To tax these savings in the Pool'ts hands 
is to tax them twice, if the member is taxable. If the 
member is not taxable, the effect of taxing the Pool will 
be to impose a tax on that great number of Pool members 
whose income is at so low a figure that parliament has 


declared it should be exempt.’ 
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MR. BROSSARD: Mr, Chairman, in connection with the 
Saskatchewan Pool brief, we adopted a procedure which appeared 
to be satisfactory to the board and to all concerned, with 
the possible exception of Mr, Wesson, though I imagine it was 
satisfactory to him also, I would suggest that we follow the 
same procedure in connection with this brief. So if 
Mr. Fillmore or any others have any questions to ask the 
witness, they might do so now, subject to our right to add to 
the examination if necessary. 

THE CHAIRMAN: Mr. Porter, have you any questions to 
ask the witness? 3 

MR, PORTER: I think not at this stage, The other pro- 
cedure was quite satisfactory. 

BY MR, FILLMORE: 

S) \setiink wou toad we ain. your. brief, Mr. Plumer, that 
you now have 438 country elevators? A ave 

@. And as I understand it, the country elevators are 
owned by the Alberta Pool Elevators Limited? Aa Theo. is 
Lrues 

Q. And you now have terminal elevators, I believe? 

Ay Xess, Sin; 

Q. Are they owned by the Alberta Pool Elevators Limited? 
Sina teSgact hey ane. 

Q. How many terminals have you? A. We have two that 
we own. 

Q. One at the head of the lakes and one in Vancouver? 
A, Yes, nade. 

Q. Were they purchased since 1931? A. One of them 
was, 


Q. That is the one at the head of the lakes? A, Ye8, 
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Q. Up until 1931 the elevator company was the operating 
company? A, I think that is the date; yes, sir, 

Q. Then in 1931 there was a lease, to which Mr, Porter 
referred, from the clevator company to the Alberta Pool, which 
Since that time has operated the country and terminal clovators? 
A, That Ws* rient. 

Q. And the Pool has all the shares, excopt tho directors! 
operating shares, in Alberta Pools Limited? Aen asa 1 

Q. That is the directors! qualifying shares? A, Yes, 
a0 6 

Q. And the company owns the shares of Pool Agencies 
Limited? A. The Alberta Wheat Pool, 

Q. And what company owns the shares in the Pool Insurance 
Company? A. The Alberta Wheat Pool, 

@. And has the Pool or the elevator company any other 
companies, or shares in any other company or companies? 

A. Not that I recollect. 

Q. Have you a printing company which publishes the 
Alberta Budget? Miro We nave not, We print that an ‘our 
office. 

Q.- In the office of ‘the Pool? A lS Nore Nae 

Q. And have you shares in the Canadian Co-operative 
Wheat Producers Limited; that is what has ordinarily been 
referred to as the central selling agency? a ons se 
we have. I had forgotten that. 

Q. The Pool has? De ean sy, 

Q@, And also in the Canadian Co-operative Implement 
Company? Ais? POS) Sala y 

Q. I think up until 1931 the Canadian Wheat Producers, 
that is the selling agency, was the central selling agency 


for the three western provinces? AS* ~The? 28. Lene, 
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Q. But starting with the crop season of 1931, Alberta, 
like the other provinces, did not employ the central selling 
agency? fhe Git SYP Leh t. 

Q. Were you a director of the Alberta Pool in 1931? 
ae, Yae. Bip, 

Q. And were you connected with the central selling 
ageney? A. No, I do not think I was at that time, sir, 

Q. Did you later become a director? Awd hoa e obit 

Q. Were two of your directors, namely Mr. Wood and 
Mr, Hutchinson, directors of the central selling agency in 
193007 1931, around that time? Me a (sci ae i ag 

Q. Since Mr, Porter has referred to the statutes, a 
think perhaps I might at this point vofer to certain sections 
which he did not mention, as they might affect the subsequent 
Glecuseion. For example, chapter. 7/3 of,1929,,. which Mr, Porter 
mentioned, contains a provision in section 3 to which I should 
like to refer, It states that the Alberta Pool will be a body 
corporate and politic and have perpetual succession, and a 
common seal, and shall be possessed of and vested with all 
the real and personal estate, property and assets; all present 
and future rights, claims and interests of the corporation, 
and is liable for the debts, Section 19 provides that members 
are not personally liable for the debts, section 15 says 
that the directors shall administer the affairs of the Pool 
Sant Gaines.and have power to do all ‘things in: their, opinion 
necessary or weetul for the. conduct. of.the business of the 
Pool. Section 37 provides that the Co-operative Association 
Act does not apply; and section 26 says that no member or any- 
one claiming under him shall be entitled to repayment of any 
money which is being used as part of the elevator or com- 


mercial reserve so long as the directors are of opinion that 
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it is useful in carrying on the business of the Pool, not- 
withstanding anything in the marketing agreement contained, or 
that any member may have ceased to be the hoider of a current 
marketing agreement. 

Then in passing I might call attention to chapter 70 of 
the 1942 statutes of Alberta, which amends section 42 of the 
1929 Act, It provides: 

"Notwithstanding the provisions of this Act and of the 
marketing agreements, the directors of the Pool may, when 
authorized by resolution of the delegates, cancel or write off 
commercial reserves pursuant to section 40; sell to applicants 
for membership the interest in commercial reserves, and (c) 
refund a portion of the earnings made by the operation of the 
facilities of the Pool in any year in cash or in elevator 
commercial reserves purchased under section 40 and not can- 
colied under section 42(a) hereof --" 
and so forth. I think those are all the material provisions. 
Now, Mr. Plumer, you nave told us that up until I think 1928 -- 
I believe that was the last year -- you made deductions for 
elevator reserves and commercial reserves? He )LS8) Sits 

Q. I forget whether it appears in your report or not, 
but according to your directors' report, referring to 1940-41, 
page 40, tho elevator reserves are $6,033,655 now? 

MR, PORTER: This is the start of something and I think 
we may as well settle it now. Our reports are not public 
documents, We have given the Commission, at its request, 
our financial statements, We are quite prepared to give the 
Commission any additional material that it wishes, on terms 
that it is confidential. An item suchas this, for instance -- 
these deductions are before the Commission now. We have a 


tax proceeding stayed, as our brief says, at the moment; and 
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1 upge that it ta ‘not necessary to this Commission's duty 
to embarrags us by a cross-examination on this kind of matter, 
THE CHAIRMAN: I think that figure is stated in your 
brief, as a matter of fact. 
MR, PORTER: I did not state the figure. I intended to 
state it but omitted to do so, 
THE CHAIRMAN: I thought you had either stated 1%) ov 
mentioned it in your opening remarks, I do not think 
Mr. Fillmore intends to G0 very far with that line, 
Mh PORTER: 2 only raise it now, As & matter of fact 
I have not any objection to that figure, because I have a note 
here to put it in myself, I rise now not because I am object- 
ing to that particular figure, but because I am objecting to 
that line of examination, 
THE CHAIRMAN: Under reserve, 
BY MR. FILLMORE: 
Q. Your elevator reserves amounted to some $6,000,000, 
and the commercial reserves to $2,436,326? 
MR PORTER: I have the exact Pigures here. if. vou want 
them, 
BY MR, FILLMORE: 
Q. Those reserves were invested in what? PNP eb el = 
elevator and commercial? 
Q. Yes,AThe majority of the elevator reserve was in- 
vested in elevators, and a portion of the commercial reserve, 
@. And the balance was loaned to the elevator company? 
A. Used for working capital; Veo Des ae 
Q. And as a result of the unfortunate experience we 
have heard about in 1929, losses were incurred through over- 
payment to your growers? fia West, on. 


Q. The amount of the losses, I think, is referred to in 
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your brief, and it is also referred to in chapter 8 of 
Section 32, statutes of Alberta -- 

MR, PORTER: That is the net loss, is it not? 

MR, FILLMORE: Yes; the net loss is referred to as 
$5,649,000. That item, I take it, is the amount guaranteed 
by the government? 

THE WITNESS: Yes, sir. 

BY MR, FILLMORE: 

Q. But the actual loss was a little larger, as stated 
Lig OPOUPI Drie Lee ion Tha tps rent. 

Mi POR TER?) TC vthink thas Ls) probably not Pight, The 
amount guaranteed by the government was larger than that, but 
part ef it was lrepadd sdut oof the proceeds of the sale of grain 
from other yeers, which was on hand, 

BY MR, FILLMORE: 

Q. You mentioned in your brief, or Mr, Porter mentioned, 
the statutes by which the right to demand repayment of com- 
mereial and elevator reserves has been restricted by legisla- 
tion. Have you any plan now for revolving or retiring your 
elevator and commercial reserves? A. We have no definite, 
rully completed plan; no, sir, (not now, 

Q. Are you endeavouring from time to time to buy 
elevator and commercial reserves, and to transfer them to 
new members? A, If you will permit me to answer that 
GuSseLOnNini thisayey;y Moy Cheadrmeanivtewill say that it is 
the feeling of the delegates of the Alberta Wheat Pool, and 
the directors, and I believe of the large majority of the 
membership through these officials, that the ownership of 
the Alberta Wheat Pool, its facilities and the money invested 
in them should be in the hands of the people who currently 


need to use those facilities, and that as soon as we are able 
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to do it we will repay the earlier contributors and let the 
men who are at that time delivering grain to the elevators 
and who need the use of them, be the owners of them, We will 
do that as soon as we can, 

Q. You have not laid down any formula for doing that? 

MR, PORTER: Is that question fair, or even proper? 
ft have explained that there is provision in the Act that has 
already been used for rotating up to 15 per cent, 

THE CHAIRMAN: The future policy is not perhaps a sub- 
ject for examination at this time. It is the actual opera- 
tion. 

MR, FILLMORE: Very well. 

Q. I call your attention to the fact that according to 
your 1944 directors! report, you have purchased elevator re- 
serves from estates up to July 31, 1944, in the amount of 
$1,207,000? A, Not from estates. 

Q. From estates and other former members? A, Pur- 
chased from all of oui contributors, 

Q. Then would it be correct to say that out of that 
amount you have redistributed $256,525 to current members? 
A, The figures are a matter of record: was, Sai, 

Q. If your reports say that, that would be correct; 
and that would leave $951,198 still carried in your balance 
Sheet to the credit of elevator and commercial reserves? 

A. I take it that is the proper figure. 

Q. Have you paid interest on elevator or commercial 
reserves? A. Not lately. 

Q. Is there any provision in your constitution or by- 
laws for paying interest? A. Under our contract there is 
one paragraph which specifies that this money may be used 


for the purposes of the association with or without interest, 
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Q. And there is nothing you know of which offsets that 
situation? Avpahsada net. . 

Q. Following your losses, as you call them, in 1930, 
did you not adopt a new policy or method of doing business? 
A, Ido not know what you have in mind, particularly, 

Q. I will make it more definite; I will withdraw that 
last question, Prior to 1930 were you operating your pool 
in the same manner as Saskatchewan was, for instance, as far 
as you know? A. Ina general way I would say yes, 

Q. That is to.say, you had a contract, a copy of which 
has been submitted here, under which the grower undertook to 
deliver all his wheat to the pool? Aree at Oat LS oidelat | 

Q. The contract did not cover any grain except wheat? 
A, That original contract was a wheat contract, and the 
Second one was a wheat contract, 

Q. It provided, according to my information, that at 
the time of delivery or as soon as practicable you would make 
an advance to the grower of such a rate per bushel according 
to grade, quality and place of dolivery? fy\)  NSe 5) Pea 

Q. And that you might, from available funds, make 
interim payments? Ae Yes; sir. 

Q@,. And then after making deductions, the deductions 
which you are allowed to make according to the terms of the 
contract, less advances and less handling and proper charges 
of every description, such as transporting, handling, grading, 
storing and other proper activities, you were to account to 
the grower for the balance of the purchase, price,,of,his grain, 
You would account to him for his proportion of the proceeds of 
all wheat of like variety and grade sold by the association in 
each season? A, That was our practice, 


Q. That was your practice up until the crop season of 
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1931. When the crop was delivered the proceeds or estimated 
proceeds were credited to the grower ona money basis; that 
is, his account in the ledger would show a credit of so much, 
in money? tiem YOS,) Si2-. 

Q. In dollars and cents, Up unit 1050 vou did not 
have any system of giving credits to the growers on a bushel 
basis? A. Not that I remember, 

Q. In 1931 your company passed a by-law, to which I 
believe Mr, Porter has referred, That was dated Oy 5 
I think he read section 32, and I should like to call your 
attention to section 33, which reads in this way: 

"The Pool will, during the crop year 1931, (carry online 
business of a handler of and dealer in grain, and will trans- 
act any business in relation to the purchasing, storing, 
handling and selling of any grain ordinarily transacted by 
‘grain dealers and elevator companies," 

Was that by-law passed in July, 1931? A. I presume 
that is a correct copy of the by-law. I have not it before 
me, of course, 

MR, PORTER: That is correct, 

THE.WITNESS: Mr, Fillmore, might I ask you with re- 
gard to your previous question, when you asked about credits, 
whether we had credited anything prior to 1931 -- you did not 
intend to include the deductions that had been made and were 
credited Po vmemparae 

MR, FILLMORE; No, All I wanted to bring aie was the 
credits to the growers, whatever they were, were in dollars 
and cents in the books of the pool. When he delivered his 
crop --+ 

MR. PORTER: I wonder what credits you are talking about. 


There are two things, There: was the patronage dividend, which 
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was the product of the elevator handling, and there were the 
deductions for elevator and commercial reserves, They were 
in cash, 

BY MR, FILLMORE: 

Q. My only point is that the ledger account of the 
member in the books of the pool was in dollars and cents? 

A. And bushels. We kept a record of the bushels, You know 
that; we kept a record of the bushels each man delivered each 
year, and the grades, 

Q. Yes; you would have to Specify the number of bushels 
delivered in order to arrive at the amount to which he was 
entitled? A. ues) asta, that is true, 

Q. .Did you in 1931 act in accordance with that by-law; 
did you carry on the business of handler of and dealer in 
grain, the same ag any other grain dealer or elevator company, 
as far as your business operations were concerned? A. We 
received the members! Bra timoipes isin, | 

Q. And from non-members? A, Well, we operate under 
a public licence, you know. 

Q. You hold a public country elevator licence and 
terminal elevator licence under the Canada Grain Act? A, Yes. 
Sls 

Q. You had the required licences; and you were also 
licensed as track buyers and commission merchants, I presume? 
A. I would have to ask the maneager,..I presume we are, yes, 

MR, PORTER: That is admitted, 

BY MR, FILLMORE: 

Q. Then you bought grain from members and non-members, 
I take it? hee areee Sir. 

Q. And you paid the current market price to members and 


non-members? Ae . Yos> sir, 
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Q@. The same price to each, I take it you used the 
statutory form of grain ticket? A. Our form is approved 
by the Board of Grain Commissioners, 

Q. From then on, from 1931 on, the growers were credited 
only in bushels in your ledger accounts? Take for example a 
man who sold street wheat and got his cash purchase ticket 
and got his money. The only remaining credit whicn he re- 
ceived on your books would be so many bushels of wheat,oats 
or barley, as the case may be? Apa LOU wuld Understand | 
Sir, that in our handling of a bushel of wheat for our mem- 
bers, we make a payment of the going price, and the record 
is kept of the bushels received, and then you will know, too, 
that he participates in any further payment that is made later 
OI 

Q. Yes, but you keep a record of the bushels which he 
delivers? Bae Se Sig GA, 

Q. Because your patronage dividend later on is based 
upon the number of bushels? It is a flat rate per bushel? 
ie Cia et | At 

Q. Then the patronage dividend which was declared from 
time to time, as you have-mentioned in your brief, was de- 
clared in the discretion of the directors? A, The delegates; 
yoo, (Si? 

Q. The directors first and then confirmed by the dele- 
gates? A, The directors, in the light of the year's oper- 
ations, recommend to the delegates, and the delegates pass 
On i, 

BY ME, PORTER 3 
Q. They pass it or change it? A, Yes, or change it. 


Sometimes they do that, too, 
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BY MR, FILLMORE: 

Q. I take it the earnings of your elevator company from 
time to time have been used for working capital, paying prin- 
cipal and interest to the provincial government, buying re- 
Serves and paying patronage dividends? A, Ina general way 
I would say yes, 

Maa PORTER? (That, of course, is a very interesting 
question, the detail of which is made completely clear in 
the accounts which we have submitted to the Commission, and 
upon which Mr, Ronald has been consulting our people, and I 
would rather take the answer that has been given in that way 
than to put this witness in the position of answering what 
is, after all, an interesting, combined legal and auditing 
question, 

THE CHAIRMAN: We are advised that this material is 
available..to: us, 

Mee PORTER + 44 VO Gen ltagss 

THE WITNESS: May I ask do you suggest, Mr. Porter, that 
I withdraw my answer? 

BS PORTER: OhsthO..d) just wanted, to point. out that 
it is an answer which you are not qualified to make, without 
that advice, 

BY MR, FILLMORE: 

Q. Did your Pool get out a pamphlet called "The Story 
CO WhOA a wt day Vee think thet Ae ew cop Olid ie ves, sin, 

MR, PARKER: What date is that? 

MR, FILLMORE: It is called "The Story of Wheat," 

March, 1944, 
Qe. I will read you part of what appears on page 433: 
"In June of 1931 the three provincial pools divided into 


Separate units in so far as future grain handling was 
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concerned. A new policy of operation was inaugurated. The 
members were released from their contracts which had compelled 
them to deliver all their grain to be marketed on the pooling 
basis," | 

We have heard Mr, Porter's explanation, and this may be 
Some of the loose language he is complaining about on that 
point, 

"The elevator systems built up by the provincial pools 
place each one in a position where it ean carry on under the 
new method of operation,” | 

What was the new method of operation? Ae! DL pedieve 
what you are interested in is the fact that each one of the 
pools was handling grain within its own province, and they 
were not associated through the central selling agency. 

Pay ehavideyone thing, Then in 1931 1 takeldt, as far 
as the elevator operations themselves were concerned, you 
operated in the same method and the same manner as any other 
elevator company operated its elevators? A. There was no 
particular change in the method of operating the elevators, 

Q. You were buying grain from members and non-members? 
BVoGkOsstSLr. 

Q. Just consider that a moment, Mr. Plumer. Before 
19431 you only made an initial payment to your growers, did 
you not? A. Yes, sir; when we were pooling. 

Q. But in 1931 you paid the market price, the current 
market price, to members and non-members alike? As It takes 
no stretch of a farmer's imagination to put the present prices 
on the same basis, because they are fairly sure that with 
good operation they are going to benefit ‘some more, so it is 
really an initial payment still. 


Q. We will put it this way, that the farmer got the 
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current market price, and he had the hope or expectation of 
getting patronage dividends later on if your operations were 
Successful? ASE would put Vis 1a oChis ase, bal, “hae GHG 
farmer receives the current main tee price as his initial pay- 
ment at the present time, 

ae *Pourean cali yancanitiay payment, but as a matter 
of fact that is what he gets; the current markot price? 

Rae (eS | sir; that is what he gets, 

Q. The current market price is paid to members and non- 
members alike; and at the time you did not credit him with 
anything on your books except with the number of bushels de- 
livered, that is where it was a cash deal, Where it was a 
cash deal, the only credit put to the member on the books was 
in the’ bushels? A. We kept a record of the bushels de- 
livered; yes, sir, 

Q. Your method was ee that extent, then, was it not? 
it was new in two ways? A, Well, it was new to an extent, 
or a little different to an extent, 

Q@. To the extent whith has been mentioned? 

MR, PORTER: I think there is some confusion here pbe- 
tween entering and crediting on the record. You cannot 
credit a man with bushels, 

MR, FILLMORE: Then we will take Mr, Porter's language 
and put it in this way. 

Q@. You made a record of the number of bushels delivered 
by the member from and after 1931? A. Yes, we made a record 
"ge ge . 

Q. Now let me refer to page 38 of this same pamphlet, 
"The Story of Wheat": 

"Record of financial recovery, The wheat pool organiza- 


tons of Manitoba, Saskatchewan and Alberta developed similar 
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policies in the period following the discontinuance of 
pooling in 1931. The first Objective was to re-establish 
themselves financially, and to do so the farmers were urged 
to patronize the pool elevator SyStem in each province in 
order to provide surplus earnings wherewith to repay the 
obligations due to the provincial governments," 

Is that a correct statement? A ONS, “Sir & Ove: “did 
the best we could, 

Q. You have been keeping up your payments? A, Yes, 
sir, 

Q. And the money has come from surplus earnings of 
the pool? A. I would say yes. 

MR. PORTER: That is again a question very much involved 
with what is before us. 

THE CHAIRMAN: Where else could it come from, Mr; Porter? 

MR, PORTER: We think it came from the depreciation re- 
serve. That is the way our books have been kept, But that 
18 al) before the Commission, one they may weigh and examine 
that in the light of our conduct. 

THE CHAIRMAN: Yes, it is a matter of argument, 

BY MR, FILLMORE: 

Q. Then in your 1930-31 report, Mr. Plumer, on page 7, 
I find the following under the heading, "1929-30 Pool," 

Here is the last sentence of the paragraph, which speaks 
first about the amount owing to the provincial government 
and how it is to be paid: 

"We have, however, the privilege of applying any other 
payments we wish to make over and above the specified amounts, 
thereby reducing the debt interest charges, The earnings from 
the operations of our elevator system should not only cover 


the usual overhead operating expenses but provide a substantial 
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Surplus to take care of our payments as they become due," 

Was the report of the Canadian Co-operative Wheat Pro- 
ducers usually published with your annual directors! reports? 
A. I think most of the time it was included in the same 
document, under the same cover, 

Q. And do you remember that following the Loses, Gn 
1929, a delegation came to Ottawa to obtain the assistance 
and cooperation of the federal government in obtaining the 
necessary lines of credit? A. I do not remember what the 
particulars were, 

Q. But do you remember that a delegation came here at 
that time to get some form of. assistance? A, At what time 
was it? 

ee pee ee, ik) Ge Res A. I do not remember the par- 
P20 ler Details of it. sir. 

Q.. Do you remember an announcement to this effect by 
Right Hon. R. B. Bennett, who was then the Prime Minister of 
Canada; 

"The wheat pools of the three western provinces, which 
own nearly 1,600 country elevators as well as terminals at 
VWanceouver and Fort William, will operate this year in the 
same way as privately owned enterprise," 

Do you remember that being published in the report of the 
Canadian Co-operative Limited? A, if that is included. in 
their report -- 

MR, PORTER? “That 28 quite )a memory test, 

THE WITNESS: Remember, I was not on the central board 
at that time. I saw these the same as another member would 
see then, 


BY MR, FILLMORE: 


Q. In addition to carrying on an elevator business 
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after 1931, you carried on what was known as a voluntary - 
pool? a Pees for a number of years, 

Q. And that voluntary pool, I tS Tne TER wed smali in 
volume compared with the total bushels of grain which went 
through your elevators? Are you able to confirm that? 

A, The volume was small, ves; I think: 4t was only from 
1,000,000 to 5,000,000 bushels, or something like that, 

Q. I am instructed that your 1931-32 report shows 
that the number of bushels of wheat handled by the Alberta 
Pool, the total number was 33,398,000, whereas the bushels 
in the voluntary pool totalled 1,838,000 bushels, 

MR. PORTER: I am prepared to tender to the Commission 
a statement of those figures for the years in which that 
operation was conducted, 

THE CHAIRMAN: That is about thirty to one, I suppose, 
as compared to fifty to one in connection with the Saskatch- 
ewan Pool. 

Me PPOR TER A volt wvaric a, 

MR. FILLMORE: Prwank golimare 8 correction, ‘The 
figure given yesterday of 54,000,000 bushels in Saskatchewan 
in 1931-32 was for all grain. It should have been 46, 884,000 
bushels ‘in connection with wheat, so that it would make it 
about forty-eight to one, 

Q. Now let us take the period from 1931 to 1935, There 
was no wheat board; we had the open market in western Canada, 
I take it that you were buying grain from members and non- 
Inembers, and selling the grain and acting as commission 
merchants and otherwise onerating country elevators in the 
ordinary way? A. I think during that period we were buying 
Brain ini the CoOunrrys yess) SIPs 


Q. And your growers! contracts covered wheat only? 
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A. The wheat contracts covered wheat only. 
Q. You had no compulsory contract at any time covering 
coarse grains; or did you? he ied. We Mit: 


Q 


ve 


In what year? Ay \ L920, 

Q. That was for one year only? A, My recollection 
is that it was a five-year contract but Only started to 
operate for the one year, 

Qe. And frou 1935 down to) date you have been operating 
as required by the Canadian Wheat Board, have you not? 

A, Whatever the dates are; Ved. Ltt. 

Q. But from 1935 to 1942 or 1943 we hada what you might 
call two markets for wheat. You could sell in the open 
market or, if the price dropped down to the price guaranteed 
by the wheat board, you could deliver to the board? Ay Yess 
Say. 

Q. But the wheat board took no control over coarse 
grains, I think, until 1943? You can check me on that if 
tam wrong. There is still an open market for coarse grains? 

MR. PORTER: Under the Coiling. 

BY MR, FILLMORE: 

Q. There is both a ceiling and a floor now? A, Yes, 
whatever the regulations are, 

Q. Until 1942 there was no floor price for coarse 
grains? A. Ido not remember the dates, 

Q. That can be checked, I take it that from 1931 on 
you have been hedging your purchases of coarse grains in 
the market? A. What was the date? 

Q. From 1931 on? A. “Some? of it, 2 would "say, 

Q. Are you members of the Winnipeg Grain Exchange and 
the Winnipeg Grain Exchange Clearing Association? A, Yes, 
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Q. And speaking of coarse grains, have you not been 
hedging the purchases, the same as any other elevator company? 
MR, PORTER: Just a moment, "The same as any other 

elevator company"? 
BY MR, FILLMORE; 
Q. Very well; have you been hedging it? A, We have 
been hedging some of it, yes. 


Q. And were you hedging your purchases of wheat up until 


1943, when the government took over all stocks of wheat? 
A. JI would say some of it, I do not know whether we hedged 
Pees leortnot, 

Q. We will have to get that from Somebody else, then? 
oS EG esa ed eee Whatever my advisers are agreeable to, the 
answer is yes, 

MR. PORTER: I wonder if we need to go into our internal 
operations, about whether or not we hedged. It seems to me 
this is clear, that what my learned friend wants is an 
acknowledgment that wnen the open market system was in use, 
we used it. Whether we used it for every bushel, or whether 
we used it for some of our bushels, is a question that I 
think is entirely irrelevant. But we coneede that we used it. 

MR, FILLMORE: I am just trying to make the point that 
they were operating their country elevators in the usual 
manner and method. 

Q. Since 1931 have you, in your country elevators, 
been making money from handling, storing, cleaning and dealing 
in grain, buying and selling grain? A. We have collected, 
CI will say, the usual charges, under aiaeniets arrangement we 
had with the wheat board and the poling practices yes, sir. 

Q. Leaving the wheat board out of it for the moment, 


take the period between 1930 and 1935, and since then with 
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regard to coarse grains, Have you not been receiving revenue 
from handling, storing, cleaning and buying and selling grain? 
A, We have received revenue, yes, sir, 

Wench on every annual statement which you have sent 


Out to your shareholders you have had a prorat and loss 


-account? Perhaps you do not want to call it that -- 


MR, PORTER: Yes, in our case you can call it profit and 
loss, b@cause in our case the issue is: whose DVOTLUL? 

MR, FILLMORE: You have had profits and losses, 

MR, PARKER: That is interesting, Does my learned friend 
admit that his pool is operating on the basis that it makes 
profits? 

THE CHAIRMAN: He admits the "profits" to his vocabulary. 

Pee PORTERS) Lodo. not want. to pun around this word 
meroriv, We will cad] it that; and we will argue about 
what it means, 

THE CHAIRMAN: I think what he means is for his members, 

MR, PARKER: That is another matter, -I only ask if you 
admit that they make oe ae reacts Wein hts yas ol Ul ope 

Mi, PORTER: . We will argue the law about that, 

MR, PARKER: My learned friend wanted to make an ad- 
mission; and if he wants to do that, let us make it clear 
80 we will understand what it is, 

THE CHAIRMAN: I think he simply indicated that he takes 


the word "profit" from the dictionary and includes it in his 


vocabulary. 


BY MR, FILLMORE: 
Q. In each annual report, Mr. Plumer, you have a state- 
ment headed,. "Statement of operations for the year ended 


80 and so''? fee Nes ay. 


rebon! 300d ee 


ae fas 


ees ta Pe: yt} a ra one iF 


, oi 


reapers Piiyraci gaan 


a 


on 
Taye (ey etoile shone. X ti 


at 2 


th MO Nt a 


Gen /AObow Ee 


trie ev a 


Bi. 


-~6943- 
Mr. Plumer 


Q. On one side you have a column headed, "Elevator 


operating expenses and other revenue"? dca La, 


Q. And then at the end of the account you have the 
words, "Net undistributed earnings for the year"? 
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The Commission resumed at 2,15 PeMe 


BEN.S.PLUMER examination dontinued: 

BY MR. FILLMORE: 

Q. Referring for a moment to the change in method after 
Boot, ol, WOLWld alike to lack you this question. Before L9aL, 
when you were operating the contract pools, did you give a 
participation certificate to the member delivering grain 
in which it was stated that the payment was an advance, 
and the certificate was issued to the farmer? Liew oun 
it this way. When the farmer deliverca grain did he get a 
certificate called a participation certificate? 

A, He got an additional paymente 

Qe-And did he get at any time a certificate OF any wietng? 
A. You mean of the same type the wheat board is using now? 

Q. I am not asking you about the wheat board at all; 
I am asking what the farmer got from the Alberta Wheat Pool 
before 1931, what he got from the elevator company when he 
delivered grain to the company? Bee SOC INTs ent tie) 
payment. 

‘MR. FILLMORE: If Mr. Plumer does not know, perhaps some- 
one here who does know can answer that question. 

THE CHAIRMAN: Either that, or you can call another 
witness. If you do not know, Mr. Plumer, say so and someone 
else will be asked the question. 

THE WITNESS: Did we issue a participation certificate, 
Mr, Purdy? 

MR. FILLMORE: I would rather have the manager say. 

THE CHAIRMAN: Just Say that you dontt know, Mr .Plumer, 
if you don't know. 


THE WITNESS: I dontt know. 
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MR. FILLMORE: I would like to ask the question of the 
manager who is in charge. 
THE CHATRMAN: Are you going to put him on next? 
MR. PORTER: He can answer the question now. It is only 
an operating detail, 
THE CHAIRMAN: Perhaps you can put it in “the record now, 
MR. PURDY: Yes, we did. 
MR. FILLMORE: What was stated on the certificate? 
THE CHAIRMAN: Have you a mony T 
MR. PORTER: No, but we can produce one. 
THE CHAIRMAN: Was it similar to the Saskatchewan 
certificate? 
MR. PURDY: Yes, 
MR. PORTER: We will undertake to produce one. 
MR. FILLMORE: I believe it was stated there that the 
payment was an advance payment or initial payment. Was 
the final sale price kept separate by gerade, and the interim 
and final payments varied in amount according to the grade 
of the wheat or coarse grains pooled? 
MR. PURDY: By our central selling agency, yes. 
MR. FILLMORE: I would like to ask Mr. Purdy a question. 
THE CHAIRMAN: Perhaps you can take him hext when you 
have finished with this Witness} otherwise it destroys the 
continuity of the record. Just ag you please, however. 
MR. FILLMORE: I would like to have that cleared up now. 
THE CHAIRMAN: Will you please stand aside for a moment, 
Mr. Plumer. 
Boy Don FURDY 


being called and duly sworn, 
testified as follows: dots 
BY MR. FILLMORE: 

Q.- Mr. Purdy, during the period -- 


THE CHAIRMAN: You had better qualify him. What is your 
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position, Mr. Purdy? | 

THE WITNESS: Manager of the Alberta Wheat Pool, 

BY MR. FILLMORE: Were you manager of the Alberta Elevator 
Pools Limited prior to 1931? Ae I think it was March ; 
1929 I was appointed to the pool elevators, 

Were you connected with the cokpany bsfore then? 

Ais L was; 

Qe And you are familiar with the pooling operations that 
went on prior to 1931? Aye Yes, | 

Q. When a member delivered wheat to the Alberta Pool 
Country Elevator prior to 1931, what did he get? A. He 
received an initial payment, assuming we purchased the grain, 

Q. First he received an initial payment the amount of 
which had been previously determined by the directors or the 
management? Ac Theti0s right, according to the list. 

Q- And that wes not the current market price: that was 
the price which the management considered it safe to advance 
as an initial payment? Ag ‘That is right; it would be an 
initial payment, 

Q. Did the man who delivered grain to the elevator get 
& participation certificate? Aso Theat 4 corrects; he did, 

Q+ Do you remeber the effect of that? 

MR. PARKER: It seems to me we are getting on to dangerous 
8round here. 

THE CHAIRMAN: He will file & copy of the certificate? 

MR. PORTER: Yes, 

BY MR. FILLMORE: 

Q. Was the final gale price kept separate by grade, and 
were the interim and final payments varied in amount according 
to the grade of wheat or grade of coarae grains pooled? 

Q. Yes. That wag established by our central selling 


agency and we in turn distributed the moneys 
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Q. The grain in those days was all handled through the 
central selling agency? As As far as the disposal of it 
was concerned, 

Qe And the member who delivered eventually got settle- 
ment based, in the case of wheat, on the grade of the wheat? 

4. That is correct, 

Q. And of course there were a@ good many different grades 
Of wheat? Ae Yes. 

Q. And he got final settlement based on the grade of 
coarse grains? A. One year only in pooling, 

Q. The coarse 8rains were Only pooled one year? 

Ae Yes. 

Qe And the final payment also varied not only by reason 
of the grade but also by reason of the average price realized 
for the grain? Dee Cnet ae ut vase 

Qe Of that particular grade? A, Of that particular 
gerade. 

Q. So that the final settlement was the growers! 
proportim of the proceeds of all wheat of like variety and 
grade sold by the association in that Season? 

A. That igs according to my understanding, 

Q. After 1951 did any member who delivered wheat get 
& participation certificate? Ae Yes, to the extent 
of our voluntary pools, 

Qe Leaving that aside for the moment, aside from the 
Voluntary pool, take a man who delivered wheat to the elevator 
and got a cash bicket,* did. he get a participation certificate? 

Ae No, he did not, 

Q- and did he ever get a settlement based on the grade 
Or average price for that season? Did he ever get 
a settlement Tepresenting his proportion of the proceeds 


Of all wheat of like variety and grade sola by the association 
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in that season? AeNO phe did not. 

Q. The price. paid to a member at the time he delivered 
his wheat, where he sold ana got a cash ticket, was the current 
market price? fie Yes, subject to esertain competitive 
conditions, 

Q. After 1931 was the market price bro&dcast cach day 
by the marke ting association to the local agents of both pool 
and line elevator companies? &e Yes, that is correct. 

Q. And that guided the local agents in the price they 
paid to all people who delivered grain to country ele vators? 

As Yos, ina général way, subject to competitive con- 
d4%2 0ns } 

Q. Did not the pool agents report each day to your 
head office in Calgary the quantities of different kinds of 
grain purchased? “As That is right, 

Q. And did you not, up uital the last year or two, 
speaking now of coarse grains, hedge coarse grains on the 
Winnipeg market? A. To some extent. 

Q. Would you not say that until the last two or three 
years most of the coarse grain was hedged on the Winnipeg 
market? 

MR. PORTER: I do not think this is the occasion for 
examining into operating methods. Some companies hedged and 
sOme- did not. It depends entirely on whether they want 
to carry the risk themselves, 

BY MR. FILLMORE: 

Q. Prior to 1931, when you Simply made an initial 
payment and added an amount to the grower for the proceeds, 
there was not the same need to hedge that there was after 
ol? A. Referring to wheat or coarse grains? 

Qe. Referring to coarse grains first -- no, I will refer 


Only to wheat. 
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THE CHAIRMAN: Was there any change in your method after 


en ay 


MR. FILLMORE: Let us put it that way. 
THE WITNESS: Yes, so far ag wheat is concerned, 
BY MR. FILLMORE: 


Q. Wheat was the Only grain pooled except for one year ? 


Ae Yes. 
Q. So that you did hedge grain after 193] where you 
did not hedge it before? Aas ROL O TE Tye) he wheat, yes. 


/ 


@- Would you mind explaining to the commission what is 


meant by hedging? What is the Simplest form of hedging grain 


Which is delivered to country elevators? 


A. Each day as our agents report the purchase of wheat 


in the country, we use that as the basis of hedging futures 


market, assuming that we are using the hedging market, 


and that, in so far as wheat was concerned, subsequent to 


wyoL, Was the case, 


Q. Just follow that through. When you hedge you mean 


that when a quantity of grain is reported you then sell an 


equivalent quantity in the futures market? 


A. In the futures market. 


Ae 


Q- Tell the commission how you took off the hedge? 


In due course, as the grain is moved forward to the terminal 


Oint and the warehouse receipt is available, it is customar’ 
: 7 


to take off the hedge as against the actual sale of cash 
& > 


grain. We sell cash Grain. 


Q. You can then gell grain for cash and buy in an 


equal quantity in the futures market? fe Yes -= buy back 
the hedge that wags originally sold when the grain was purthesed, 


the 


THE CHATRMAN: TI must Contess Ido not fully understand 
process. Will you tell us exactly what it is? 


THE WITNESS: In the purchase of grain in the country 
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a report is made by the agents just referred to and we in turn 


endeavour to protect ourselves in the purchase of that grain 
through the sale again of the equivalent bushelage in the 
futures market to protcet ourselves, because possibly over 
night it may fluctuate up or down as against the purchase 
of the day before, 

THE CHAIRMAN: It would be on the other side of the 

market? 

THE WITNESS: Yes. We purchase on the one hand actual 
grain in the country and sell futures for delivery through the 
Winnipeg grain exchange, fhe grain is ultimately shipped 
forward to the terminal point and with the warkhouse recelos 
available we sell the actual cash eral to Ghe: mbl 1 or exporter 
or otherwise and bUy back the hedge that we sold, the futures 
hedge we sold against the original turchase, 

MR. BROSSARD: When you speak of the futures hedge, 
do you mean for future delivery? 

THE WIINESS: It is a contract. 

MR. FILLMORE: In the future. 

THE WITNESS: May or July or whatever month it may be. 

BY MR. FILIMORE: The object of that, Mr. PUG Vig LS 
So that you will not be speculating on the rise or fall in 
the price of grain? 

A. That is the assumption. 

Qs You speculate in order to avoid speculation; and 
Perore 1931,.in dealing with wheat, as you settled with your 
grower on the basis of the avarage price and so on, there 
was not that necessity to hedge grain? 

A. That is true -~ wheat, 

Qs Wheat, pardon me. After 1931 you maintained and 
Carried on a small voluntary pool? Se Lee, that iis 


correct. 
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Q. For wheat? A. Wheat only. 
Q. Was that pool operated in the same way as the wheat 
’ pool had been before 1931? As, Un. the main, yes. 


Q. When a member came in to a country elevator with a 


load of wheat, what factors woula enter into his decision 


whether he would take tho cash price or would enter the 
voluntary. pool for that season? A. That was left up to 
him entirely to decide, and he signed a ticket indicating 
that he desired to pool that quantity. 

Q. What factors would influence his mind in dediding 
One Way or the other? A. I do not know that ft can answer 
that. question. 

THE CHAIRMAN: Put it this way.e Was there any advantage 
TO him in Gisposine of his grain through the pool or thr ough 
sale outright to you? Put yourself in the place of a farmer, 

WITNESS: It would be a matter of price, That would be 
One of the factors, We made only an initial payment on the 
voluntery pools. 

THE CHAIRMAN: And he would be taking a chance of setting 
some higher price if the pool were successful. 


PUN BOS Sy ate 4 right, or a lower as the case might 


be. 

BY MR. FILLMORE: 

Q@. On the other hand, he would just get the current 
market price? A. Yes. 

Qe At the elevator? A. Yess 

Q. The members who sold at the elevator since LOS] 
Simply got that day's price at the time, A. On the open 


market? Is that what you refer to? 


Qe On the open market? Ae On the open market. 
BY MR. PORTER: 


Q. When you were describing the original payment or 
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° 


initial payment and participation certificate, that is the 
system in use now by the wheat board? Ae Yos, thet te true 
Q- The grower gets an initial advance Plus a certificate 
saying that he igs entitled to some more money if his wheat 
fetches it? A. That is Debs.” LO ie Bet game System. 

BY MR. STEER: 

Q. Can you tell us what would be the difference between 
the current market price and the initial price paid the volun- 
tary pool member? A. As to the amount? 

Qe Yes, approximately. Ae I am not gure ag to the 
figures that were in Seco the initial payment figures in 
those years. We have them available, but I doubt if we have 
the market price available, 

Q. Would it be true to say that the difference would be 
eneeny Or two a b shel, or three cents? A. It would be 
a greater spread than that. 

Q. Five or six cents? A. Fifteen or twenty. 

Q- In other words, a&@ man who was in the voluntary pool 
would get as his initial payment fifteen or twenty cents less 
than the current market price of the day? 

Ae Those figures would be Substantially right. 

BY MR. FILLMORE: 

Q- Now that you have mentioned the Canadian Wheat Board, 
Mr. Purdy, perhaps you are more familiar with its operations 
than Mr. Plumer and can therefore answer thig question, 

Up until September 1943 there were two PrRCeEs That ac : 
there was the open market Lor’ et grains, but there was a 
floor price «et which you could deliver wheat to the Canadian 
Wheat Board? Ae The grower, not the pool. 

Be Welly the” pooty "I ao nob want to argue, but it is 
clear from the Canadian Wheat Board Act end the orders Jin 


council which were passed, that the wheat board used the 
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facilities of the elevator companies to buy grain when they 
did buy? 4. That is right, 

Q. But. up until they took over all stocks of wheat, 
the pool clevators or elevator, or any other elevator, 


Usual, or you could 


693 


eould sell wheat in the open market a 


say to the wheat board, "We cannot get more than the floor 


price; you take it at the floor price," 


A. No$ thet is not right. Certainly the wheat board 
facilities were confined to the gfowers themselves and not the 
elevator companies in electing to board it or sell it On, the 
open market. 

Se Leone Cal wit wit pursue thet further SXCeDt te 
Say that in Septeniber, 1943, the wheat board took over aa a 
stocks of wheat? fy Vee, thet is) ri ont. 

Q. And from then on no elevator company could buy wheat 
except as agent for the wheat board? Ae Yes; that is correct. 

Q. And each year you Signed an agreement with the wheat 
Doard? Ae YOS; that is right. 

Qe And it is recited in the agreement that you are the 
agent for the wheat board? A. YOSy 

Qe By the way, did You represent your company at the 
meeting of the Board of Grain Commissioners in July or August, 
1944°? Aw tT did, 

Q.- And did you advise the board that you were satisfied 
With the prevailing rates and prices? Ae With the maximum 
storage rate and other tariffs. 

Qe There was a meeting in Winnipeg on the 19th of Bes yl 
1944° he Yess1. believe that is right. 

Q. 4nd there were represented there the different pools 
and line elevator companies? Astheat is right, 


@. You being there for the Alberta Pool? Ae Yes, 


Qe In some years there were quotas? Ay Yoo, (that. 16 right. 
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Q. Did you state: "issuming the present Crop prospects 
are reasonably well maintained for the next couple of. weeks, 
it is our intentian in respect of country elevator facilities 
to file our operating tariffs on the same basis as in effect 
o recent months with respect to the 1943 crop and including 
a storage rate of one-sixticth of one cent per bushel per day," 

MR. PORTER: What are you reading from? If that ‘is 
from one of the circulars we had better have it. 

MR. FILLMOREP [It purports to be a copy of what took 
place at the meeting but T will not ask him to remember his 
exact wordse I do not Suppose he could do that, 

MR. PORTER: It sounds rather exact. 

MR. FILLMORE: It purports to be, ‘but Iam ‘not suggesting 
that he can remember his exact words, I will ask him this 
question: 

Q. According to your recollection, did you state at that 
meeting that your company intended, in respect of these 
country elevator Laciliniess) +o pps operating tariffs 
On the same basis as those Ciren in effect? As That is right; 
Maximum tariffs, 

Qe Did you point out that in order to operate elevator 
facilities you were in agreement that the storage rate be 
reduced to one~sixtieth of one cent a bushel a day? 

A. We were prepared to operate at one-sixtieth, 

Q. And you suggest that, . in continuing to operate 
elevator facilities at such reduced storage rates for another 
season, you were taking into account another favourable 
crop in prospect in addition to existing stocks of grain 
in store? A, That is right. 

Q. Did you attend the meeting in Regina of the pool 


representatives at which it was decided to reduce the hand ling 


charges, or was Mr. Plumer there representing your company? 
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eT. SEALs as one of the delegation from Alberta, yes. 

Q. Was Mr. Plumer there or were you there alone? 

A. No. We had several of our directors and officials, 

Q. He was not there? Ae I am not sure, 

MR. PLUMER: I was not. there. 

BY MR. FILLMORE; 

Qe Was it decided there, among those present, to recommend 
to each provincial pool that it undertake to make a8 substantial 
pete’ in handling charges of all grains and that an effort 
be ie to keep the ahetice 4 as uniform as possible in the 
three provinces? Was that recommendation made? 

A. Yes, without any stated amount ¢ 

THE CHAIRMAN: How soon was that after the other 
meeting that has been referred to? 

THE WITNESS : The last week in September. 

BY MR. FILLMORE: 

Qe From July 19, to September 22. Then dig YOUR roo. 
Subsequently agree to the following basic change to become 
effective as of August 1, 1944? 

4. We made it retroactive to hugue ty ils 

THE CHAIRMAN: Was your reason the same as that given 
by Mr. Wesson of the Saskatchewan pool ? You were here 
yesterday, were you not? 

THE WITNESS: Yes. 

THE CHAIRMAN: Ana you heard Mr. Wesson? 

THE WITNESS: Yes. It was Substantially the game, 

THE CHAIRMAN: The same reason; that is, you thought you 
had been making too much? 

THE WITNESS: It was the most favourable year we had 
ever experienced in the handling of grain and that was the 
deciding factor, 

BY MR. FILLMORE: 


%. There was no other reason suggested at the meeting? 
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He AS tO the reduction?- 

Qe Yes? 

MRe PORTER: Which meeting? 

MR. FILLMORE: TI am talking about the meeting in Regina. 

THE CHAIRMAN: This last meeting in Regina when it was 
decided to cut the rate, 

MR. PORTER: The question of cutting the rate was dig- 
cussed without fixing the amount and then there was a subsequent 
meeting in Alberta at which our mina was made upe I want 
to keept those meetings Segregated. 

BY MR. FILLMORE: You, as the representative of tle 
Alberta Pool, agreed to the recommendation , Mr. Purdy? 

A. Well, we agreed to consider the recommendation, 
will putt that. way. 

Q. You did not commit yourself ? Ae NO; we did not, 

Qe And you did have a meeting of your pool in Alberta? 
pay Theat tis. right, 

QeAnd they decided to fall in with the recommend ation? 
me at thet tine at was actually in effect in Saskatchewan 
and Manitoba, the redUstion, and we decided to fallin Line, 
I will put it that way. 

Qe You mean you were unwilling partners? 

Ae I would not go that far, but we were in doubt as to the 
advisability, in Albertats case, of making a reduction of 
two cents in the face of conditions. 

Q. As a matter of fact, that reduced these handling 
charges below cost, in your view? Ae As far as the actual 
handling costs are concerned, I would say Yes, 

Qe and you had not been paying all your profits or 
carnings out in patronage dividends. You had other things 
to look after? Ae YOSe 


THE CHAIRMAN: You were not fully persuaded at that time? 
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THE WITNESS: We were persuaded that we had no alter-~ 
; native as a matter of feu, “from ‘the compe titive standpoint, 
than to fall in line in view of the faot -- 
THE CHAIRMAN: To fall in line with Saskatchewan? 


THE WIRNESS: Yes, and Manitoba, All elevators operating 


in that province nad made the cut. They were in erfiect at 
that date. 

BY MR. FILIMORE: 

Q. At the time you were in Regina there were no non- 
pool line elevator companies represented at tht meeting in 
July? A. In Regina in July? No, in September, 

Q. September, I mean, Lue NOs 

Q+ When was the decision made by Alberta ? ee ak 
believe about the 9th or 10th of October. It wag made effective 
on the 10th of October, 

Q» In the meantime, had Saskatchewan ana Manitoba 
put the rate into effect? He Yes, it had been put in some 
days before, 

Q. Did they not put the reduction into effect befédre 
it was put into effect by any line elevetcr companies? 

Ae I am not sure, There was some question as to whether they 
Bad or did not, 

Q. You are not sure BnouLl that? fe NOw 

Qe Before you put it into effect, did you ascertain 
whether the line elevator companies were going to putea 
into effect in Alberta? He NOg DT GO not that wa dide 

BY MR. ARNASON: 

Q- I believe you said that in your opinion the reduction 
in handling charges would not enable you to meet your cost. 
Were you thinking of handling charges? A. Yes, 

Q. Your revenues from storage? A. Quite apart from 


Storage or other revenues. 
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THE CHAIRMAN: Do you know whether that was true in 
the case of Saskatchewan? 
WITNESS: I could not say, but I judge that would apply. 
That would be actual handling charges, 
THE CHAIRMAN: You were reducing below cost? 


THE WITNESS: As to that particular part of our Operations, 


Ves. 
BY MR. FILLMORE: 
Q. Was there a meeting with the Canadian Wheat Board 
last fall, in October or in August? Ae I think it was in 
4ugust. 


Q. Were the handling charges which were going to be 
inserted in the wheat board contract discussed there? 
Ae As a matter of fact, I don't think we were represented 
at that meeting, our Alberta pool. 

Q. However, you Signed a contract providing for a spread 
of three cents on street grain? fie YeS.s 

Q. And three on flax? Pees, 

Qe And other handling charges as provided in the agreem 
ment? Ae Yes, | 

Qe 4nd then, I believe, in September 1943 the Canadian 
Wheat Board took over all stocks of wheat in storage in 
western Canada? Ae Thetis) rieht. 

Q.- And thereafter that wheat became known as crown 
wheat? A. Yes. 

Q. How was settlement made for the wheat in store 


which the Board took over? A. It has been handled in exactly 


the same way, as far as we are concerned, as any other board 
wheat. 

Qe Have they paid you, or did they pay the farmers? 
A. They paid us. | 


Qe On crown wheat? A. On crown wheat. 
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Q. And on other wheat Prior to that, wheat delivered 
to the board was delivered pursuant to quotas or pursuant 


to the amount the board allowed the farmer to deliver? 


Q.- And on that did the boara Settle direct with the 

fermer’? A. No, through the elevator company. 
Q. They acted as buying agents? A. Yes. 

Q.« And you got your handling charges? A. Yes, 
storage and so forth, 

Q. And interest on MOMS Y t=! he That 26 correct. 

Qe Which you would advance? fie YOS-e 

BY MR. PORTER: 

Q. I want to deal with the question of ‘cost and handling 
charges because the matter might not bo clear. Now, Mr.Purdy, 
when an elevator company gets a bushel of wheat into its 
6élevator there are several ways it makes earnings out of that 
wheat? Pe Le tO Te Tent, 

Qs One of these is storage, and another may be cleaning? 
A. Yes. 

Qs Or ee ne or Mixine? Ae Ves. 

Q. There is a variety of ways in which the elevator 
company may make money out. of a bushel of wheat which it has 
in its elevator? ADAG ls riehtin 

QeThat is why we hear about diversion premiums, the 
terminal ele vator paying a cent a bushel because it can make 
some money over that cent if it can get that wheat into 
its terminal? Ae Yess 

Q. That is one of the ways it makes earnings out of the 
wheat. It earns some money doing something with it? 

&. It is considered to be a profitable operation. 


Q- On this wheat you bought you had all these 


potential sources of earnings ? A. Yes, that is right. 


‘ usw tt we oF 


i Br Da ae : Bbah f 
lo, ror 


eh 4 e: 89 te ’ a | _ if rues : 
et Mite doom kh 2 Vere, vod an? bis, ei 86 an 


ne a 
' ESE (se SOP gud ay rau m3 ne A i 
I . j ie ev P. * * nsnva: Ss cS a pe ,o - * ‘hips ice an 


fo tis) ie: Dee gee 


biitawe ok eg let i bet 
> ms - 7 


\ | : a eae «id Th) 


| 7 4g : § g 6 - f ee rj al 7 gig ; 


Diy . : e 
P s i 
‘tae . yy Me A fir Ol teRaw 14 eee vaca 4 
0 Ot eee ‘, Pa es . ; i ro - 
» (ee % . ay | 
a td il 
bs ; 4 y } ' , a < bé os y ‘y : # 
, c ; ; 


Jaa) (nin Lad yr iqnee 


| sas ; | a 
Wie tie A or) See ‘Oup Popa Lah: oe ae 
PE ge ; RAT wel r 
5 a 7" aT a ‘ ‘ rk s¢ < -! j 

7 : ; y eats . a , ’ : Ty u ees pee Os 4 > Mi bP | . sii 


Pel 


ee M 7 


Aa Mr. Purdy 


Q. When you say that this cut from three cents to one 
cent reduced it below cost, do you mean that it put below 
cost the doing of the actual physical thing you were formerly 
paid three cents for or below the cost of doing with your 
wheat the whole Operation? 

A. No, the actual physical handling of the grain. 
Sek That particular operation? A. Yes, 
Q. Ihe fact igs that, as we now know, the other sources 
of earnings, notwithstanding that cut, are going to make it 
profitable to handle that grain this year? 


At Ves, = 7 think that is correct. 
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Q. So that when you say it wag below cost you mean 
that the actual physical job was below cost? foal esty 
absolutely, that one particular operation. 

Qe In other words, if a man wanted to take me to 
his hotel as a guest he could take my trunk over for 
nothing, even if it cost him something, is that true? 
Be YOO. 

Q-» That would be a parallel case? Ae Yes. 

Q- Since Mr. Fillmore has raised this qusstion, 7 
should like to go Over pie charges and the record of 
this institution in connection with them. The old rate 
of storage, I believe, was U/S0Gh OF 4 Gent 4 Cay. 

a. That Ls correct, 

Q. That was the old tariff. A. Yes, that was 
the recognized old tariff. 

¢: And that was cut next to 1/45th of a cent a day. 
He YOSi, 

Q. Have you records with you to which you would 
like to refer in respect of these items? pT eS Fp 
have. 

@- When was that first done, as you recall? 

A. Taking country elevators storage rates, september Be 
1926-November 27, 1932, 1/40th of one cent per bushel 
per day. Then, from November 1932 to BUSS tol, L955; 
1/45th of one cent. 

Q. That 16 1932. ae Hoe the epop of LgS2; (or 
most of the crop. November 19%2 to AUZUST 51, 1955, 1% 
was 1/45th, 

W. Yes. A. And then September 1, TRSS, CO 
August 31, 1935, it was back to 17S0bn of a cent... And 
then September 1, 1935 to August 31 1936, one year, it 


was 1/45th of a cent. 
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Q- Yes. A. And September 1 DG6a to. Fwy. ol, 
1940, covering a period of four years, it was 1/30th of 
a cent; August 1, 1940 to September 4, 1942, it was 
1/45th, and September 0, 1942, for the balance of the 
Season, it was 1/50th. And up to February 1, 1943 that 
continued through. 

Q- Yes. A. And then it was reduced to if 60 TH. 

Q- Reduced to 1/60th. A. Yes, that is country 
storage. 

Oe nS Old handling charge, SOrca bled... a the: ‘con= 
tract--as a matter of fact it is in the contract exhibited 
in our brief--was 5 Cenvs; ib was 5Siend 6 cents, was it 
not? Was it 5 cents on the top three grades, and 6 
cents on the lower grades? . A, L think that is true, 
originally. 

Q- And that was cut from year to year. It has wouna 
up now at 1 cent for this year, A, ees 

Q- We say in our brief that this organization has 
consistently pressed for these reductions when conditions 
warranted them, to the benefit of all farmers',.pool. and 
non-pool alike; do you wish to say anything in support 
of that position? A. Yes, I think that is correct. 
All our negotiations with the Canadian Wheat Board show 
that that is correct, 

Q.- Your negotiatios with the Canadian Wheat Board 
would show it to be correct. A. Yes. 

ie BheVe Wee ia Toteoot wooden storage built, was 
there not, across western Canada - annexes? Ae Yes, 
woceeat deal. of it. 

Q. And storage for 90,000,000 bushels of wheat 
built at the head of the lakes? Ay Nes, correct. 


Q- That is wooden storage? As! SSS. 
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Q.- Did your organization contribute to that? 
A. We did, yes. 

Q- And a special tax concession was given all 
elevator companies under that, was it not - taxable com- 
panies? A. That is correct. 

Q@-. By order in council? Ae Yes. 

Q. Allowing them to write it off in two years 
against revenue from whatever Sources? ee ie aie 

Q. And there was a guarantee given in that order in 
council that the board would not reduce charges until 
this had been written off, was there not? A» For 4 
period. of two years, 

Qs fora period of two years, Boe VES 

Q- What position did you take with respect to that? 
@» We refrained from participating in that negotiation, 

Q- What did you say about the necessity for main- 
taining the rate for two years? A&A. We said we were 
prepared to take our chances, 

Qe Without maintenance of the rate. A. Correet. 

Q. And that representation was made to the wheat 
committee of the cabinet. Pes) PO PUG HON sha A 
MacKinnon, SNe of that committee. 

Q.- Now, Mr. Purdy, I understand volume has a great 
deal to do with the earning capacity of an elevator 
eyeven, has it not? A. There is no question about 


that. 


Q.- The more bushels, the more revenue from handling 
charges. A. Absolutely. 

Q@.- 4nd the less movement, the more revenue from 
storage, Apr Corre ots 


Q- And we have had more Space, full space, for a 
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longer time, and more bushels to handle in the last two 
years than ever in the history of Canada; is that not 
correct? &- In the last two to three years, yes. 

Q®. So that the charges that may be sound in one 
year may be utterly unsound in the next year, depending 
upon the volume and the nature of the movement. 

A. Correct. 
BY MR. ARNASON: 

Q- Prior to last fall. was the invariable practice 
of charging the maximun tariff permitted by the Board of 
Grain Commissioners? eto. ' 

Q. Under what conditions did you depart from this? 
A» The board in July of each year fixed a maximum tariff 
and then, depending upon our negotiations with the wheat 
board, as I-have indicated here, we operated below the 
maximum -- well, going back a number OL years aco. of 
course 1/30th was the maximum. When we went to 1/45th 
the maximum was still L720 Gh. Ultimately the maximum got 
down to 1/50th. 

BY MR. PORTER: 

Q- The whole scheme of the Canada Grain Act was to 
prevent people being overcharged. 

THE CHAIRMAN: There must be a floor somewhere. [t 
is down to 1 cent now, what is the floor? 

MR. PORTER: For charges? 

THE CHsIRMAN: Yes, 

MR. PORTER: As far as the Canada Grain Act is con- 
cerned? 

THE CHAIRMAN: [I am referring to what the witness 
has mentioned, namely having it lowered to 1 cent as 


against three, 
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BY MR. PORTER: 

2- If you were sure of Not having 4 Shortage in 
storage you would not need a handling charge at all, is 
that not correct? A. Yes, that is correct. The Board 
of Grain Commissioners Corno tir = handling charges. That 
has never come within Dieu jurisdiction; bit Storage 
charges and elevation, and all that SOLO OT Mthine have, = 
but not the spread in respect of handling charges. 

Q. The handling charge is a matter of agreement 
with the wheat board, when we handle board wheat. 

THE CHAIRMAN: But not the storage charge? 

MR. FILLMORE: That had better be Gleared Wp. 

THE CHATRMAN: Yes, I think so. 

THE WITNESS: The storage charge does come within 
the Canada Grain Act -- the maximum charge. But handling 
charges do not, and never have. 

BY THE CHAIRMAN: 

Q- That is at your discretion. Bh Se that is 
correct. We have narrowed it, as we said, so far ag 
board wheat is concerned, from the original, g0ing back 
PO 1925, oDie cents and ke cents, down to 1 cent as it 
Stands today. And prior to that probably the spread was 
wider than even 5 or 6 cents. But it was never control- 
led by the Board of Grain commissioners, under the Act. 

Q- And while we are on this point, since 1931 has 
there been any difference between your operations and 
those of the Line elevator companies? That is a general 
question, and it does not deal particularly with these 
rates. What is the significant difference, if any? 

As “In so tfar cas handling grain is concerned? 
Q- Yes, your business operations. A. ‘LD would 


Say there is no difference in the handling of grain. 
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It is a matter of the disposal of whatever comes out of 
it. 

Q. Of the surplus? A. Yes, in a general way. 

MR. PORTER: That is outside of the voluntary pools. 

THE CHAIRMAN: We were told that some years ago, at 
the time of the Turgeon inquiry. I believe you were not 
so sure about Alberta, mr. Porvers: is) that: correct? 

Mis PORTER. > could Be aq doubt, because I have 
been that way for years in respect of this grain business. 

THE CHAIRMAN: You admitted that it was an involved 
problem. 

MR. PORTER: Probably ‘so. 

BY MR. BROSSARD: 

Q. Who took the initiative of convening that Regina 
Iecting atwhich the possibility of a reduction of handling 
charges was discussed? A. That came about through our 
central board -- I do not know who would take the initiative. 
Each pool has a member on the board -- nine members in all, 
and it was all arranged through our central board that the 
meeting was called. 

Q.- Between the representatives of the three organi- 
zations? As? YOR. 


Q- At that meeting was the extent of the possible 


reduction of the handling charges discussed? Boa. DO 
you mean as to the amount? 
Q. Yes. A. Varying amounts were discussed. 


Q. Was any agreement arrived at? Ae NO, it was 
left over for each to consider. 

Q- But the principle of reduction was decided upon 
by the three organizations. A. Yes, we agreed that 
in practice some reduction should be made. 


Q- But it was not considered that the reduction: 
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would be the same for all three Organizations? A. No, 
it was not. 

Q» Were you Satisfied, when you decided to make the 
reduction, following the reductions granted by the other 
ova POGLS, that the reduction in earnings from the hand- 
ling charges,or the losses which would entail, would be 
offset by carnings from other charges? A. We were 
reasonably satisfied that we were probably on the right 
Side, 

Q- But I understood you to say that you hesitated. 
A. Yes, we did, 

Q. Not to make this reduction. A. correct. 

Q. Why did you hesitate? Ae) Por the reason that 
we had some doubt as to where the 2 cents might end us at 
the end of the season. 

Q. You were not absolutely certain Chat that re 
duction would not mean a loss on general operations. 

A. There was a Possibility of it at that time. 

nee But ar ou nevertheless decided to grant a reduc- 
tion? Dish Se LB Ute les 

2. Decided to follow suit. A. We felt competit- 
ively in view of the fact that the other two companies 
had already put it into effect that we had VOry La tete 
alternative but to follow suit in Alberta, and take our 
chances upon what came up. 

Q- You were forced by the competition of the other 
two companies to make that reduction, in other words. 

A. I would not go that far, to say that we were forced 
in Competition; but we were by comparison. 

2 I think you Spoke about the reductions of the 
line companies. A. DO you mean a similar reduction? 
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in effect a similar reduction. 

2. But not to the same extent as. the pools, 
A. Yes, we are all uniform. We ended up that way. 

Q. The reductions were made by the line companies to 
the same extent as the three pools. Hi. Ves, eT Chink 
that is correct, 

Q. Were they made before you made YOURS, oOr arte 
you made yours? &. You are referring to Alberta? 

Oe ees, He I am not clear as to whether they did 
it the same day. We informed them when we reached our 
decision as to what we were POLE OO 

BY MR. ARNASON: 

Q- Was a reduction in handling charges made before 
the pools reduced their handling charges? A. We had 
reduced in Alberta to 5 cents from the first of the 
pou, We never did operate at 72 cents in Alberta, 
and we reduced it a further 2 cents. 

Q. What happened to the other two provinces? 
ae ey, Carricd on a2) at least, I do not know whether i 
Po peak clearly as to that, .T thin they had a 7% cent 
Spread for flax Screenings. we disagreed with the prin- 
Baple of that, and 'T Guess we were responsible for the 
9 cent spread in alberta from that standpoint. However, 
we were agreed on the 5 cent Spread on flax in Alberta. 

wel. am not absolutely certain about pit Opa orb Gr arg 
think it was indicated yesterday that there was a reduc- 
tion in the handling charges of flax made by the line 


elevator companies before any reductions were made by 


the wheat pools. A. Youare referring to Saskatchewan? 
Q- Yes. 


MR. FILLMORE: It was Suggested it had been done at 


some points, not generally. 
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THE WITNESS: our basis was in effect on August 1, 
9 cents on flax, and without Sereenings being paid for; 

MR. MILLIKEN: Not in the case of flax. Mr. Wesson 
said yesterday that flax was cut to 5 cents from 7 in 
Saskatchewan, but that the charges on grain had reduced 
frequently at individual points for years past. 

BY MR. BROSSARD: 

Q. You have 2iven a list of variations in rates of 
storage charges for the last fifteen Veer ee Loeb ig the 
reason for these variations from year to year in storage 
charges? A. I would say there would probably be quite 
a number of reasons, 

Q. What are they? A. They are difficult to 
detail at this date, going back Over the years. .But each 
year when those Changes were made, either up or down, 
there was a particular. operating condition which we tout 
and the trade generally felt justified that change, 

Q- And would such changes be common to all Similar 
organizations? a wou Ld Say common, yes, 

Q.- So that the rates would be the same throughout 
the trade? A. Yes, the rates were ultimately agreed 
upon. 

Q. They were determined following agreements between 
the pools and the line companies? A. And the wheat 
board. 

Q.- And the wheat board, A. Yes, frequently. 

MR. PORTER: Well now, I think that answer may be 
misunderstood, 

BY MR. PORTER: 

Q. You were asked as a result of agreement between 

the pools and the line elevator Companies; was that why 


they reached 4a uniform basis, or was it a competitive 
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reason? OP anes Rin va se het competition is the proper word, 
Q- It was not agreement; I never have been at one 
of those meetings where they sat down and aereed’, 
BY MR. FILLMORE: 
Q@.- One more question. pid A G06 Wi a8 ean a bly a ie COrreouly 
before the Board of Grain commissioners whey you said: 
wate Oe continuing to operate elevator facilities 
on these reduced Storage rates for another season 
we point out that such is Only possible ag the re- 
sult of another favourable crop in prospect in addi- 
tion to existing stocks of grain in store in eleva- 
tors and also on the farms. 
As Yes, I think that is correct, 
Q- And you stated further: 
"AS and when grain stocks are reduced to normal 
figures as the result of increased export business 
or future light crops, consideration undoubtedly 
Will require to be given to re-establishing storage 
rates at a higher level in an effort to maintain 
revenues on a sound basis looking to future elevator 
Operations, and especially important in view of the 
considerable increase in Operating expenses over 
recent years, 
Did you make a statement to’that effect? As (Yess 
BY MR. PORTER: 
Q. 4nd that statement you would now reiterate. 
He «689s, £ would: 
BY MR. FILLMORE: 
Q- I should like to ask two or three questions 
about terminal elevators, and T think that perhaps you are 
in a better position to answer them than Mr. Plumer would 


be. I refer to your terminal elevator at the head of 
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the lakes. I believe it is operated by the Manitoba 
POGL. 1S 25 NOD? Ax Correct. 

Q. And under a profit Sharing arrangement of some 
kind? Ai oLes .) COrTrect. 

Q.- And they operate the terminal elevator in the 
Same manner as other companies operate terminal elevators, 
so far as you know? Ay MYOS., 30. Tarinae! 1) know. 

Q- And receive your grain, and some grain from other 
sources. BA KOS. 

®- And they pay diversion premiums and collect 
diversion premiums? fen) UOT re ot, 

Q- I do not know whether you wish to admit the 
amount , but you received several hundred thousands of 
GOllars as your share of operations of that elevator for 
bue year ending July 31, 1944° A. Yes, a sudstantial 
amount. 

Q- Would you tell us briefly out of what operations 
the terminal elevator makes money? Bete We li. Eon 
Storage and mixing, to some extent, and drying, and 
fobbing charges, and elevation charges. 

BY THE CHAIRMAN: 

Bue They are generally called handling charges, are 
they not? A. They are tariffs that are dealt with by 
the Board of Grain Commissioners. 

Q.- Apart from storage, the only other charge is 
Pondling, is it not? A. And elevation charges. 

Bay VL OU. COU DOt Cat tis + handling? hoa SN Os 

BY MR. FILLMORE: 

Q- Explain to the Commission in what connection the 
words “handling charges" are used in country elevators. 
4. It is another name for an elevation and commission 


charge on a carlot of grain, under the Act. What is 
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known as an elevation charge used to be on wheat 12 cents, 
and then we allowed a commission charge of an additional 
cent, making 22 cents on a carlot of Brarnih.! othe: cates 
native in purchasing that erain in store is that we 

deduct what is known as a handling charge -- the Spread 
in there -- which covers risks in grade, and the use of the 
money while pending shipment forward, and inspection fees, 
and weighing, and all that sort of thing, as compared with 
a tariff fixed by the Board of Grain commissioners in 
shipping @ carlot of grain forward to the terminal on a 
special or consigned basis. maui an alternative to the 
tariff under the act, 

Q- Are you in charge of the Operations of your ter- 
minal at Vancouver? Ae Yes, I am responsible for it. 

Q. And I take it that some revenue has been received 
out of the operations of that terminal from year to year? 
ee Yes; it is mainly Storage at Vancouver, 

Q. Have you any export business? A. NO, we have 
not. 

Q. None? Ais “NOM 

Q- You have no export department? Ae NOs 

Q. Your grain taken into your country elevators and 
terminals eventually is disposed of either to the wheat 
Poard (or, An respect of. coarse grains, to the board, at 
floor prices, or else disposed of through regular chan- 
hels. As) Yes. 

Q. Which would include exporters such as the 
Saskatchewan Pool Export Department, or a line elevator 
©xporter. Be Nee, there fais variety of ways. 

Q. You have been receiving grain from members and 
non-members at your country elevators? A. Yes, we 


Operate under a public licence at all points. 
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Q- And you have membership in the exchange and in 
the clearing house? Ae YER s 

Q- And do you receive rents from agentst cottages? 
A. Yes. 

q- Are you in the coal, wood or flour business? 

A. We acquired a few sheds, coal and flour SHeCS. Tai tie 
purchase of elevator properties. But we have not built 
any sheds ourselves. we do handle coal at a few isolated 
DOINGE. 

Q.- You receive some dividends or revenue, or whatever 
you call it, from the pool insurance company and pool 
agencies? fa SP OM er gemian stops hee 

@- And you receive interest on dominion and provincial 
government bonds. iis. Ales. 

Q- I suppose you are more familiar with Une acc ount— 
ing end of the business than mr. Plumer would be?. Is 
ie. Plumer in the office ai) the time, OE Om part ii mes 
A. Part time. 

Q.- Are you more familiar with the annual statements 
than he would be? I want to ask some questions about 
memberships and patronage dividends, and [ should like to 
ask whoever is in a better position to answer. 

A. I think I am the proper Perso, 

Q. First, as regards hembersbip sin So. you will 
recall that in that year the act of 1929 was amended by 
Chapter 100, and it was provided that any person who 
has made an application to the board in writing may be- 
come a member if he is a grower, if he is not a member 
of the pool under section Oo, and if he has between 
August 1, 1935 and the date of his application for member- 
Ship delivered 500 bushels of grain, or such other amount 


of grain as may be determined upon, and if he has 
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acquired ownership or an interest in the commercial or 
elevator reserves, or both, totalling $25; I believe 
that $25 has been changed to $5. 

MR. PORTER: Yes, subsequently, but I cannot tell you 
the date. It is an amount which may vary, as the section 
indicates where it refers to such other amounts as may be 
from time to time fixed. 

BY MR. FILLMORE: 

Q- Between 1939 and 1941, until you declared ia pat— 
ronage dividend, did.any member comply with those require- 
ments? A. Yes, a considerable number. 

q@> Are you in a position to give the increase in 
membership; I mean this, did you get new members in that 
period? pee) OS Wes Cth, 

Q. Have you any record of the number? Les Sas re. 
not think we have that available; they increased from year 
to year. 

Q@.- Was not your membership fairly stationary between 
1931 and 1941? A. Until we changed our basis of mem- 
bership, from L761 tO 1939. yes. . 

MR. PORTER: There was no basis in thes year. 

THE WITNESS: No basis, and one could not get in. 

MR. FILLMORE: When? 

MR. PORTER: Between the lapse of the provisions of 
the by-laws I discussed this morning, and the amendment 
of this statute in 1939, there was no way in which a 
farmer could become a member. 

BY MR. FILLMORE: 

Q- So that your business with non-members must have 

been considerable during that time, if you were not taking 


in new members. A. We did a percentage, surely. 
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BY THE CHAIRMAN: 

Q- That is, there were no new contracts being 
written, and no applications being signed during that 
period, Aine COrrect,. 

MR. PORTER: We were not in a position where we could 
use the contract, and the contract was the basis of mem- 
bership, and we had no other basis of membership avail- 
able nb id 1959, 

THE CHAIRMAN: I understand. 

MR. PORTER: The reason was that the debt was so 
large in relation to the total assets that there was a 
period--and it will be recalled that it was a time of 


very low prices--when it was impossible to evolve a pila. 


There was no use inviting someone in if you had to re- 


construct. 
BY MR. FILLMORE: 
Q- You say in your 1944 directors! report --- 
MR. PORTER: Now, why do we not Say that he states 
in the hewspaper, or states in something else. These 
reports are not in, and I submit they are not available 


to this Commission, 


BY MR. FILLMOR:: 

Qo Mos yPundy; is this a copy of the 1943-44 annual 
report of the Alberta wheat Pool? A», Yes, there is no 
doubt about that; it is. 

MR. BROSSARD: Are you filing ite 

MR. FILLMORE: Yes, I will file bop bul would Vike 
to have it back eventually. 

THE CHAIRMAN: Perhaps we can agree to that. 

MR. PORTER: Let us be clear about this: my leamed 
friend is trying to use this. If the Commission wishes 


to go into these matters we will be prepared to go into 
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them. I had hoped that we had an arrangement whereby 
these internal matters were all being dealt with by the 
internal organization, 

THE CHAIRMAN: I thought so. 

MR. PORTER: But if we wish to run it the other way, 
I just want to know what the rules are; eituer one suits 
me. 

THE CHATRMAN: We have been advised, Mr. pillmore, 
by counsel and by the accounting branch that we have all 
the information necessary in that respect. FE cannot see 
where cross-examination upon the details of these figures 
Will advance our task very greatly. However, I do not 
wish’ to Peeeeiee you unnecessarily. 

We PILGMORES Aiewill se6°irl sl ean get along without 
it, for the time being. 

BY MR. FILLMORE: 

Q. Do you remember whether you got a lot of new mem 
bers since March 31, 1939, when the Act was amended? 
A. Yes, a substantial number. 

Q. Would you suggest about 105,000? As '¥es, Bhat 
sounds reasonable. 

Q. Now, at the bottom of page thirty-three of your 
Crier you say ase 

"It 1S submitted therefore that the declared 

initial purpose that the Pool should function on 

capital belonging to its members so as to give 

them service at cost by returning the eamings to 

them in the form of a patronage dividend has been 

consistently adhered to except where that practice 
was prevented by the overwhelming necessity of post- 
poning distribution on a bushelage basis to save the 


enterprise from being lost by the members who built 
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and used it.’ 

You deal with patronage dividends at page thirty-three, 
2 7GhANK, Chad thet Hivrss patronage dividend paid by the 
Alberta pool was in 1941, was it not? We. NO. 

MR. PORTER: It/sbates;at tthe bottom of page thirty- 
two of the brief that no patronage dividends were paid 
from 1928 until 1941. That refers to the time after 1928. 
fhe time preceding 1928 is dealt with in Diet Drier); 

MR. FILLMORE: Correct. 

BY MR. FILLMORE: 

Q. Just let me check over the patronage dividends, 
starting with 1930 and 1931. pia you put together 1939 
and 1940, and 1940 and 1941? A. They were dealt with 
at our annual meeting; two years were dealt with at the 
one annual meeting. 

Q- Your first patronage dividend was $89,000. 

A Ves, Approximately. 

Q- On deliveries of 1938; and it was $92,000 on the 
deliveries of 1939. A. That is approximately correct. 

Q. And was that one-quarter of a cent a bushel paid 
in cash? ABC YS@S (ini iga shy 

Hs raid an Cash’on the basis of one-quarter cent a 
bushel. fw OY ess 

Ce Pheu 1s, Op-ali ecreing; Ae Wes, Ai ore tree 

Q- Coarse grains and wheat, without any regard as 
to grades. A. Yes, and to members only. 

Q- And then $470,000 was declared os respect of 
deliveries of 1940, is that correct? As I think that 
was divided. 

Q- And that was on a basis of 1-1/10th cents per 
bushel. A. That was the total, yes. 


- On all grains. The cash was one-half cent 
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per bushel and the reserve three-fifths of a cent per 
bushel. A. Correct 

Q- So that it would be divided about fitty-fifty, 
with a little more for reserves? Ae eet. 

Q- Then, in 1941-42 you had declared a dividend of 
$196,482; was that on the basis of one cen! per bushel, 
or one-half cent where shipments reverted to non-pool 
terminals? Ae eoay Gna Tore nL. | On aL tL grains. 

Qe» Wag cnet all paid in cash? Ae ELCs: Pale 7H 
cash. 

@. And in 1942 and 1943 the dividend was $506,416, 
fo) the Te correct. 

Q» And paid in cash on or about June 1, 1944, 

Bay LeS 

Q." You authorized another distribution for the year 
1945 amounting to $1,351,808? A. That is the total 
SHOUNL, Yes. 

Q. Have you determined the basis of that? 

A. How do you mean? 
Q.- How much per bushel or cash in reserve. A. Sub- 


ject to change, as to the amount. 
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aa airs Purdy,  juat referring to the question of member- 
Ship again, is this a circular put out by the Pool, under 
your signature as manager, dealing with membership, dated 
February 1, 1945? A, That is right, 

Q. It gives tne conditions on which a man may now be- 
come & member, Among other things it states: 

"We point out that in making application for membership 
there is no obligation placed upon the applicant, other than 
being bound by.the constitution .and by-laws, as well as the 
terms of the contracts which are Signed,and the pool members 
are not bound to deliver the grain --" 
ena 80° on, Then it goes on: 

"We desire to make it clear that if you are not a member 
it will be necessary for you to complete membership in this 
association prior to July 1 next, in order to participate in 
the distribution of this refund of excess charges for the 
year 1943-44, which may be available after any liability for 
taxes has been disposed of," 

So I take it that a man who joins now, if he had deliv- 
ered 500 bushels of wheat to a pool elevator since August 1, 
1935, who acquired ownership in elevator commercial reserves 
amounting to not less than $5, could then participate in the 
dividend that was last declared? 4. That is right, 

MR. PORTER: On the grain he delivered in 1943-44, 

That is a.circular sent out in 1945, relating to deliveries 
in 1945-44, 
BY MR, ARNASON: 


Q. He would sign an application form for membership? 


BY THE CHAIRMAN: 


Q. Was a form sent to accompany this circular? A, No, 


farer 


es 
Nae” foe 


A 


43.5% 


a 


it was not, 
BY MR, FILLMORE; 

Q. Now I show you an issue of the Alberta Wheat Pool 
Budget of January 13, 1945, which contains an article headed, 
"Wheat Pool Accomplishments." This Alberta Wheat Pool Budget 
is the paper which is published in GE aM ek i My os a Wes mE RE of 
me 108, VYouwould (not cadladt.a papens WiGvls a lsaflet.that 
i8 published in that form, 

Q. Issued by the Alberta Wheat Pool, Calgary, Alberta, 
January 13, 1945? A, That is right; each week, 

BY THE CHAIRMAN: 

Q. Have you a printing Subsidiary, as the Saskatchewan 
Fool has? A. No, we have not. As a matter of fact that 
is printed outside now. We did print it at one ee but it 
42 printed outside now, 

BY MR, FILLMORE: 

Q. And does this give the wheat pool accomplishments? 
A, That particular article? 

Q. Yes? AGW Weal Liwill assume hthataisnconpent, 

Q,orhGnsays: 

"At the final session, Alberta Wheat Pool delegates! 
annual convention last November, R. D. Purdy, general manager, 
gave a complete resume of the pool operations --" 
and so forth, Ayo That ats ncopneet:, 

MR, PORTER: I think perhaps we can put that in a little 
better shape than it appears in the Budget, if it would be of 
any use, 

THE CHAIRMAN: I do not think Mr. Fillmore wants any 
improvements in it, | 

MR, PORTER: I was thinking about improving it for the 


use of the Commission, 


WB 
i 
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MR, FILLMORE: I would be glad to have it in any other 
form my learned friend wishes to give it. 
MR. PORTER: There is just one copy there, 
BY MR. FILLMORE; 


Q. Are you a director of the company? Hom Ao, chem 


Q. You are just the general manager? A, Manager, 

Q@. Do you attend the annual meetings of the directors? 
Se eg 8 OTR 

Q. And of the delegates? Pico Toad Org 

Q. I mean all meetings of the board of directors? 

A. I would not say all meetings, I am usually present, 

MR, PORTER: Explain that they last a week and my learned 

friend will understand, 
BY MR, FILLMORE: 

Q.) Referring now, Mr. Purdy, to. the patronage dividend 
declared for the periods 1938-39 and 1939-40, is it not a fact 
that that dividend was a great deal less than the earnings of 
the pool in those two years? I have the figures here, and 
the reference, Aw XO ,,.T have the information ‘here, 

Q. Were not the net earnings for the year 1938-39 some 
$508,057.13? 

MR, PORTER: Why do we not just say they are Substantially 
more ? tf am prepared to acknowledge that, as shown by the 
Statements filed. ) 

THE CHAIRMAN: That is all you want, I take it? 

MR. FILLMORE: Yes, However, I do not understand the 
reason for any objection. In Mr. Purdy's statement of the 
accomplishments of the Alberta Wheat Pool, in this pamphlet 


288ued in Janvary, 1941.-- 
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Q. Is that one of your documents? A SES By 

MR, FILLMORE: At page 3, under the heading of "Other 
Accomplishments" I read; 

"The wheat pools inaugurated the policy of full publicity 
in all their operations, Wheat pool elevators is the one 
grain-handling organization in Alberta whose records are an 
open book,” 

In view of that public declaration, I do not see why we 
Should have any objection. If that is the Pool pole ais Ks 
not see why there should be Objection to definite figures, 

MR. PORTER: I do not think that statement should be made 
the subject of any laughter, That is one of the characteris- 
tics that distinguish a cooperative which has 56,000 members 
from the other fellows who do DuUSIne ss.” in Host Benet Out - 
side the country. 

THE CHAIRMAN: You would say that was a closed Do0Ok? 

MR, PORTER: I would say it is pretty well closed, We 
will find out more about it next .week, 

MR, FILLMORE: The fact that statements go out to 
forty or fifty thousand members seems to me hardly to justify 
the conclusion that the directors! reports and statements are 
matters of great secrecy. However, I will not pursue that 
further, 

Q. Is it not a fact that in 1940-41 the net earnings 
were Substantially higher than the patronage dividends? 

A, That is correct, 

Q. And is it not a fact that in 1941-42 the net earnings 
for the season were greatly in excess of the patronage divi- 
dends? A 2G 28 Yi oat, 

Q. And is it not a fact that in 1942-43 the net earn- 


ings for the year ended July 31, 1943, were more than twice 
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the amount of the patronage dividend? A. Approximately, 
yes, 

Q.- And in 1943-44 were the earnings more in line with 
the amount of the patronage dividend declared? Ae OP the 
patronage dividends more in line with the earnings, 

Q. Either way? As (2 would say the latter; yes, 

Q. And do your books show that you have, up to July eo 
1944, large net operating profits? A, Yes -~ you mean 
undistributed? 

Q. Yes; you have what your auditors call net operating 
profits, and I am Suggesting that this very are Salon, and 
the amount related thereto will be found in the 1944 directors! 
report, at page 47. 

MR, PORTER: It is not the auditors! Peport, 

MR, FILLMORE: It is the report published by the directors, 

Q. Then, Mr, Purdy, have you been present at any meeting 
at which the directors have decided to declare a patronage div- 
Bend? . “A, Yes, T have. 

Q. And did they on that occasion have before them the 
auditors' statement up to July 31 of that year? A. You are 
referring to the last year? 

Q. When the directors met to consider patronage divi- 
dends, did they have before them the auditors! statement up 
to July 31 of that year? A. Yes, each year, 

Q. And that statement, I take it, would disclose the 
condition of the company at that time? AL (yee) 

ee eG Peo FOUL SDM seu oo a a matter of 
fact each of these distributions that have been made have been 
made with the approval of our delegates and presented to our 


delegates in annual meeting. 


% § 
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pe oe Mr, Purdy 


Q. But the recommendation of the directors was made 
after they had the company's operating statement before them? 
me Uh, yes; that is right. 

Q. And they knew the liquid position of the company, 
the working capital, the current liabilities and current 
assets, and so forth? fee) Pee 8 Phen’ 

Q. And the amount of the dividend, I take it, depended 
Upon the financial position of the company at the time? 
ao Leo, 1G. does, 

Q. And the cash dividend would be paid out of the 
ordinary bank account of the company? fa ( LOS, At Came) -ogt 
or that, 

Q. I mean the moneys available for payment would be the 
result of the company's operations, its revenues from all 
Sources and expenses for the previous year or years? A, Yes, 
they were all part of the consideration, | 

Q. For example, up to 1940, owing to the company's 
position, they were not able to pay a patronage dividend? 

A. That is correct, 

Q. At the same time, between 1931 and 1940, they did 
have operating profits? A. And losses, | 

Q. But on the Waele they made more than they lost. I 
believe? A. Yes; we accumulated something. 

Q. And you were able to pay the interest to the govern- 
ment, the principal and interest due to the government on the 
loan? ae Se ee een y 

Q. And did you buy any reserves until 1939? Hog ANOS 
Subsequent to 1939. 

Q. Before that you were unable to do 302 Ae FPRat is 
right, | 


Q. And since then your earnings have gone into paying 
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patronage dividends, paying the principal and interest to 
the government, buying reserves and increasing your operating 
capital? Ay That iis virhe) 

Q. Ido not know whether I covered this paeene but did 
the Alberta Pool pay interest to contributors to reserves up 
Wntil-19e3?. A.” We ‘pata it) for ‘four years, We paid At for 
the year ending August D1, 1926; August '31;' 1oe7; August 31, 
1928; August 31, 1929; four years on elevator reserves and 
only the latter two years on commercial reserves, 

Q@. Both at 5 per cent? fe) lk Bot Cann: 

Q. And nothing since? AS Nouns since, 

Q,. As I understand it, there was no liability to pay 
ang No arrangements made to pay interest on the reserves? 

A. No; no commitment, 

Q. There is one point I should like to clear up about 
moserves, and I can be checked on this. I pelieve the amount 
of the elevator reserves was actually $4,996,595.15, and com- 
mercial reserves $2,436,326.34, and that as the L928 Fins. 
payment, $1,037,554.35 had been deducted, it was decided to 
add it back to elevator reserves, which was done in 1940, 
making the sum of $6,033,655,39? 

THE CHAIRMAN: Is that a question, Mr, Fillmore? 

MR. PORTER: I think those figures are correct, 

MR, FILLMORE: I really directed that remark to the 
auditor, 

MR. PORTER: The addition of the 1928 overpayment, which 
brought up these reserves, is dealt with in the Submission, 
and will be further dealt with in our presentation, 

BY MR, FILLMORE: 
Q. Have you any records showing the business with non- 


members between different periods of different years; I mean 
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the purchase of grain at your country elevators from non- 
member 8? 

MR, PORTER: That is one of those facts which the Com- 
mission may have and my learned friend may not ee because 
it is essentially cne of the tests under Section 4(p). 

MR, FILLMORE: We are not particularly intorested in tho 
answer as long as it is before the Commission, 

THE CHAIRMAN: I think the answer to that is available 
to our accountant, if I am not mistaken. I have not seen the 
Statement yet, 

THE WITNESS: We have it available, 

MR. PORTER: There is no limit on these Statements; let 
me make that clear, I think the Commission accountant and 
Our own accountant so far have got what they need; but if as 
the Commission proceeds it is found that anything else is 
necessary, it will be made available at once, 

THE CHAIRMAN: Personally I do not see that anything has 
been overlooked so far, 

MR, HOWARD: We are just trying to make sure that con- 
tinues to be so, 

MR, SCARTH: I trust that will be made reciprocal, I 
feel sure it will be, in view of Mr, Howard's remark, 

BY MR, FILLMORE: 

Q. Mr. Purdy, it is possible that in the operations 
of any year you might make money on higher grades of grain 
and lose money on lower grades? igh! GLO s 

Q. Or vice versa? Fgh) Yes . 

Q. That could happen? A. Yes, and it does, 

Q. Particularly since 1935 has most of the grain de- 
livered at your country elevators been purchased by way of 


the cash purchase ticket? A, Yes, I think that is correct 
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Since 1935; certainly since 1940, 

Q. Your voluntary pool was discontinued in 1935, was 
it not? A. Yes, that is right, 

Q. And was not one of the reasons that the growers pre- 
ferred to take the cash price at the elevator, rather than 
wait? A, The Canadian Wheat Board came into the picture 
in 1935. 

Q. They only came into the operation to this extent, 
that there was a floor price oniwhesat, That 1s the only ex- 
tent to which they came into the operation in 1935? A, And 
replaced our voluntary hone, as far as we were concerned, 

Q. Why do you use that expression? Why do you say the 
wheat board replaced your voluntary pool? A. Because of the 
floor price being available to them as an alternative market, 

1 ie After 1935 they could either sell in the open market, 
if the price was higher, or they could sell to the wheat board? 
A. Which was not the case prior thereto, 

MR, PORTER: The wheat board performs the very function 
that the voluntary pool did; it gives the man an initial ad- 
vance and assures him the spread of the price over the period 
OF marketing, That is reasonably obvious, 

MR. FILLMORE: It is a pretty far-fetched analogy. 

THE WITNESS: At the time it was a real fact, as far 
a8 our operations were concerned, 

BY MR, FILLMORE: 

Q. The real fact is that once you got a floor price, 
and the market price dropped below, then it paid to deliver 
the wheat to the wheat board? A. You could say the same 
thing in regard to the voluntary pool; yet that did not happen, 
That wheat came into the Solita pool when the market was 


above the initial payment on voluntary pool wheat, 
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Q. But the man in the voluntary pool took a chance on 
the market going up rather than Being down? ay Well, he did 
the same thing with the wheat board, with their floor price, 

Q. He delivers to the board and deals with the board and 
gets his money, and he hopes that some time they will be able 
to give him something more? A. Exactly the same way we did 
Our voluntary pool, 

Q. And that did not apply to the wheat taken over by the 
Crown in 1944? AMONG, VLMa Rove 

Q. It applies to coarse grains which you sell in the 
open market? Se yeihat we wrene, 

Q. But there was not a floor on coarse Srains (untiy) 
19429 Ant Dhe DOxeoGran, 

Q. And when, as you mentioned to Mr, Porter, there have 
been huge wheat carry-overs and all elevators have been 
crammed for storage space for some years? Ree Mite tenes ont 

Q. If conditions return to normal, competition for bus- 
iness is apt to become keener at the country elevators, is 
tt not? He Tijutperthatite right’, 

BY MR, PORTER: 

Q. There is just one matter to which I might call 
attention, Mr, Purdy. The overpayment, as finally settled 
in relation to our debt to the government, was something more 
than half of the total Cesarves, was 16 (not? Ae lets 18 
Pight; at was, 

Q. And since the overpayment was made the organization 
has been annually paying to the Alberta government 5 per cent 
interest on the outstanding sum owing to the government? 

A, That is correct, | 
THE CHAIRMAN: What amount is owing to the government 
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MR, PORTER: It is Something in the neighbourhood of 
$3,000,000, 

THE WITNESS: Approximately $3,000,000, 

MR. PORTER: I intend to file a schedule of payments 
under that debenture. The bricf points out that it was amor- 
tized. It is not a series of bonds; it is a single bond pay- 
able at intervals, on an amortized basis, and I intend to file 
that so the Commission can see what progress we have made, 

In the meantime I wanted to make it clear that while we were 
not paying the reserves which the members in the main had got 
back by the Overpayment, we were paying on the Obligations of 
the company. | 

BY MR, ARNASON: 

ae eeorete, AO: GF your Act of incorporation by-laws pro- 
vices for the purchase of reserves up to, I believe, 15 per 
cent of the total of the elevator and commercial deductions, 
At what rate were those deductions repurchased? Were they 
repurchased at 100 cents on the dollar? Ae; “XSS)) One thie 
actual amount standing to the credit of each member, In 
1942 we purchased 5 per cent, and in 1943 another 5 per cent. 
last year we purchased a fragtion less than the 5 per cent, 
in order to keep under the 15 per cent of the potal, "But that 
has actually been completed, in the purchase of the total of 
15 per cent, 

MR. PORTER: May I direct attention to clause 43, which 
reads: 

"Each member and each assignee having an interest in the 
commercial and elevator reserves, or either of them, shall be 
bound to sell to the pool the percentage of Such interest 
which the pool elects to purchase under clause 0," 


So there is no basis but a par basis for it, 
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BY MR, ARNASON: 

Q. I would like also to ask a question in penned ian 
with No, 42, dealing with patronage dividends, There may be 
a matter of policy involved here, but I should like to ask 
your opinion on this point, The opening paragraph reads: 

"The directors of the pool may, when authorized by 
resolution of the delegates, provide for a refund of patronage 
dividends either in cash or partly in cash and partly in re- 
serves," 

Custom, of course, would dictate to the delegates the 
desirability of making a refund of patronage dividends when 
the company was ina position to do S80, but I am wondering 
whether, from the Standpoint of operating policy, you would 
sse any objection if there were, Shall we say, a more definite 
legal obligation to pay patronage dividends if the delegates 
had in any way the authority to defer the payment of u portion 
of those dividends in any year, even after they were declared, 
Do you get my point? At the present time it is left entirely 
to the delegates to direct the directors to pay patronage divi- 
dends? A, Personally I would say there would be an objection 
to that method, because of the Obligation that would be defin- 
itely determined and perhaps, in view of subsequent develop- 
ments, there might be some interference with the implementation 
Or it, 

Q. When you speak of the obligation, are you referring 
to the indebtedness to the Alberta government? Pieter TG gy iO 
the member, If it were declared and payable at a Subsequent 
date, it would be regarded as a definite obligation, and in 
ae light of Subsequent developments might be a serious 


problem, 
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Q. What subsequént developments would you have in mind? 
Would you have this in mind, that if the dividend were de- 
porred Lory say? hres years, and then you had crop failure 
or something like that --~ 9 A, Yes, that is right; based 
on your operating results, 

Q. That is the only contingency you would foresee? 

Pe 268, think ne o13 oehS major one, at any rate, 
BY MR, NADEAU: 

Q. Is there any competition between une pools tas to 
the buying of the wheat of their respective members? A, You 
méan as between the three pools? No; we are not operating in 
competition, 

BY THE CHAIRMAN: 

2; Vhere-is’no competition? “i AY \No. ’ our facilities 
are restricted to Alberta, and we have two terminal elevators 
in British Columbia. The Saskatchewan Pool's facilities are 
restricted to Saskatchewan, and those of the Manitoba Pool 
are restricted to Manitoba, subject to the terminal operations, 

BY MR, ARNASON: 

Q. In your brief reference was made to the policy con- 
Sidered by the delegates in 1928, that is, of eliminating 
handling and service charges and deducting actual operating 
costs on a per bushel basis? Be Yoo, 

Q. But your brief and exhibits go on to say that the 
policy was not put into effect in view of the fact that it 
would tend to dislocate conditions prevailing in the trade, 
Has any consideration been given by your delegates in sub- 
Sequent years, or more particularly in recent years, to the 
adoption of this policy? A, Yes, it is perhaps correct 
to say that, but I think probably our experience in 1929 


@liminated that, because of what resulted, f that policy 
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had been in effect in 1929 all that woulda have happened would 
have been that our operating expenses would have been added 
to our Overpayment, because we had no final payment to deduct 
it from, I think that experience of 1929 certainly modified 
our views with respect to that method of handling, 

Aan that the policy of adhering to the usual handling 
and service charges is about the only practicable one to 
follow, even though your object may be to render service at 
cost, a8 your brief says? Het ) SUD FOC th prevailing con- 
ditions each year, we may modify our charges as has been 
indicated, in the way of storage and handling charges within 
the year, 

BY THE CHAIRMAN: 

Q. What is your association with the Co-operative Union 
of Canada, as represented by Mr. Good? A, I think perhaps 
that is a question Mr, Plumer, our chairman, should answer, 

MR, PORTER: You mean do we belong or do we not belong? 

THE CHAIRMAN: That is it, or do you live in the same 
pew? 

MR, PORTER: We go to the same church, but we are not 
members at the moment, 

BY MR, BROSSARD: 

Q. In connection with an answer you gave a few minutes 
ago, as to the right of the delegates to either approve or 
disapprove of the declaration of a patronage dividend in 
Payor of the members, you are familiar with the Act and the 
by-laws, and I am not; so I would ask you if possible to point 
Out to this Commission under what provision,either of the Act 
or of the by-laws, the declaration of a patronage dividend by 
the directors is Subject to approval or disapproval by the 


delegates? A, JI think Mr. Arnason just read it, in section 42, 
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MR, ARNASON: You have reference to section 429 

MR, BROSSARD: Section 42 is in reference to the reserves; 
but in so far as the declaration of a patronage dividend is 
concerned, or in so far as the Setting aside of a commercial 
reserve 18 concerned, where do you find that the delegates 
must approve? 

THE CHAIRMAN: Clause (c) of 42, 

MR, BROSSARD: I suppose it is a question of ee but 
the way I read paragraph 42 it is in reference to repayment 
out of reserves or out of refunds of the deductions made 
originally. In any case, that is a matter which can be left 
aside for the time being. © 

Q. It has been the policy of your pool, at any rate, to 
have these declarations of dividend approved regularly, during 
the last four years, by the delegates? A, On every occasion, 

Q. ‘So that the power of the directors is Subjecc to the 
delegates? A, That is the way it has been administered, 
Subject to the approval of the delegates, 

Q. As I understood it, Mr. Purdy, at present all farmers 
in Alberta, whether they are members of your» pool or not; )re~ 
ceive the same price for their wheat? Be Vnete ss) Mi oh tl, 
under the Wheat Board, | 

Q. The operations of your pool are similar to the oper- 
ations of the line companies? A. We are agents for the 
Canadian Wheat Board in the same way. 

Q. Your operations in regard to handling and storage 
are exactly similar to those in the line companies? A, That 
So rieht. 

. wri Ive wrong, to this) you wild correct me, but your 
Carnings are derived from the following sources,: Handling 


and storage charges, both from members and non-members? 
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fe Lhebels rt eht, 

Q. Up until 1943, except for perhaps one or two years, 
they were also derived from profits made out of sale and re- 
sale of grain, either from members or non-members? A, Right. 

Q. Your earnings are increased by the fact that you 
have the use of the elevators, which belong to the elevator 
company, without having to pay rent other than the charges 
On the elevators -- interest on mortgage, mortgage payments 
and so forth, according to your agreement? 

MR. PORTER: Under the lease, 

THE WITNESS: Yes, under the lease, 

BY MR. BROSSARD: 

Q. But. there.is no specific rent, aS rent, to be paid 
by your company? A. No, there is not, 

Q. So that represents an advantage to your organization? 
A. I am not quite clear there, You mean ag compared to whom? 

Q. AS compared to others who under their leases have to 
pay a rental to the person from whom they are leasing? A. Yes, 
if there are others who are in that position. 

Q. These elevators were purchased by the elevator com- 
pany out of moneys subscribed by your own organization, out 
of deductions which were made from its members Prior 6G 19-07 
eee hatiis pricht, 

Q. Which deductions now have become more or less frozen, 
until such time as the indebtedness to the Alberta government 
has been fully paid? Moe thet ts jcorpect, 

Q. Another source of VOUrmea rained... it y I understand 
correctly, is the income on your investments? A, Yes. 

Q. You have also, as another source of income, the 


rents which you collect from a certain number of your employees, 
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for cottages rented to them? A. That is rather a LIapL. 
ty 

ie" Hee? 138” es vame 11 thing, if you like, but that is another 
Source of earnings, Are there any other sources of earnings 
of your pool? A, No, apart from the regular revenues from 
the grain handling, 

oat yD Gen rou, hen, ae you consider that the patron- 
age dividends which are paid to your members alone out of the 
net earnings coming from these various sources, other than 
the handling and storage charges received from your members 
or other than the profit made on the sale and resale of wheat 
provided by your members, constitute the refund of an over 
charge to your members in respect of the operations they have 
made ? A, Yes, I would certainly say it does, 

Q. In what way? A. Based on the percentage of business 
tendled\. for’ our pool members, as compared to non-pool, 

Q. But do you think that constitutes a refurd of an 
ol eee Oran overpayment in respect of the particular 
operations which they as members have carried on with the 
pool? A. Well, I think their contribution that they have 
made in the way of bushels of grain, as compared to our entire 
Operations, in receiving the returns, it is certainly well 
within that. 

Q. Do IT take It’ that you mean that the portion ‘or’ the 
net earnings which is paid over to them in patronage dividends 
does not exceed their proportion of the business that has been 
carried on by the pool? A, That is what I mean, 

Q. Then what would you say as regards the reserves which 
are set aside? A. They are part of those reserves that we 
ha ve Se aatinetoan undistributed, from that portion of the 


business, 
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Q. But-is there not a part of the reserves and a part 
of the patronage dividends which.is either set aside or paid 
over to the members, which represent earnings which have not 
been supplied or contributed to by your members? fee Ose eg 
do not think so. Based on the percentage of members as com- 
pared to non-mémbers, and based on our record of distribution, 

Q. In other words, is there not a part of those patronage 
dividends that represent the revenue from savings made by the 
members or from replacements made by the members? Rig LOM 
are referring to the amount paid, I assume, in asking that 
Question? 

Q. Then how do you explain your statement in the last 
paragraph but one of your brief, on page 38, where you say: 

"The Alberta Wheat Pool is an attempt by members to put 
their capital into the hands of a legal entity to enable it, 
on their behalf, to reduce the cost of marketing the member 
customers! production," 

What capital do you have in mind in making that statement? 
A. The sum of $8,000,000 odd that they contributed in the way 
of elevator and commercial PesSonve si Cash, 

Q. So you do consider that your capital, and any earn- 
ings derived Peon the use of that capital, does not represent, 
if distributed, the refund of an overcharge? i, Certainly 
any facilities we have we provided through that medium, the 
contribution of cash deductions made during the earlier years 
in the marketing of grain under the old pool contracts, 
amounting to $8,000,000 oda, 

Q. In what way would you consider, Mr, Purdy, that the 
distribution of these earnings which come from other sources 
than the charges paid by the members, or from the profits 


derived from the sale of wheat or grain supplied by the members, 
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differ from payments made by a-stock company to its share- 
holders? A. Referring to the non-member business? 

Q. Yes? A. Well, I do not know that I ean express 
an opinion there, 

Q. You are not ready to state that there is a difference? 
fe (NO, IT am not. 

Q. Or that there is no difference? Bee NOs iT Ao Unar 
Phan T want to, 

Q. Would you be prepared to say that to tax such Savings 
in the pools would amount to double taxation, and that Such 
tax would differ from the double taxation which is imposed 
in connection with the income tax on dividends declared by 
a stock company? ae WEl1, 20:48 double taxation, aS we 
have stated in our brief, based on our Set-up of savings for 
Our members, 

Q. Would you say there would be a difference between 
that double taxation and the other one? By) Wel i de. 
in view of the nature of our set-up and the contention ad- 
vanced by our organization, which is that this money belongs 
to our members as savings, 

Q. Therefore you deny the exactitude of the statement 
you have made, that the members of the Alberta Wheat Pool 
put their capital into the hands of a legal entity? 

MR, PORTER: - Into. the hands, but not into the ownership. 
The sentence is perfectly clear, 

MR, BROSSARD: That is a question of law. 

Mh. PORTER : nat 1s1t, precisely, 

BY MR, BROSSARD: 

Q. You do not deny that statement, in view of your more 

recent statements? A. That we have a legal entity? 
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MR. STEER: TI have a very few questions, 
THE CHAIRMAN: Will that conclude this case, then? 
ff it will, we will go on and conclude it now. Perhaps we 
could go on and finish to-day, 
MR STEERS “I will not be very long, perhaps ten minutes. 
BY MR, STEER: 

Q. Wheat svar daly are now covered entirely by these 
wheat board contracts; is that correct? A, That is correct, 
Q. And as far as the function of an elevator company 

goes with respect to that COnvraot yy) Lets) a warehouseman? 
A. Correct, 


+ a 


We 1 ARO ao doesvroth Have any trading function at all? 
fe No, 

Q. With regard to coarse grains and with regard to the 
grain trade, apart from dealing with the wheat board, the 
Situation is quite Grererent , as I understand it, You,. as 
an elevator company, go into the country and buy the grain 
at the country elevator point, It then becomes your property? 
eee rheat) is rirant , 

Q. And you, asa merchant, have to decide into what 
position you are going to put that grain; that is, whether 
yOu are going to send it to Vancouver or whether you are going 
to send it to Winnipeg. And whether you decide on Winnipeg 


or Vancouver may mean gain or gains or losses of a considerable 


- amount to you. Am I right in that? A, I would not say 


Considerable loss, It is a risk, some risk, 

Q. Losses which could not possibly be covered by any 
hedging operations of YOUR SUA Pet. ta. true, 

QQ. So that in doa Taae which are not controlled by the 
wheat board there is a very important merchandising function 


to be performed by the elevator operator? A, That is correct, 
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Q. Which may lead, as you say, to profits or losses, 
and the amount of them we are not particularly concerned with 
at the moment. It seems to be quite clear, from the material 
that has been Pied; that ithe profits of elevator companies 
have been extremely large since the outbreak of the war? 

Hie “I°believe that is correct, generally, 

Q. Yours have been increased VERY MA ber Ia] ie? Eta reve ge 

Qe “And I suppose it 18 trusts say that a large part “ot 
that extra profit must be due to war conditions? AS Due 
to the storage paid by the Canadian Wheat Board, in the main, 

Q. And that is due to the war? eS PGS 35.0 the war, 

MR, PORTER; That is Surely a political question, wWe 
might have had the wheat board without the war, Certainly I 
do not know what we would have done if we had not had a wheat 
board, and we had to have crops as large as those we have had. 

BY MR, STEER: 

Q. Whether that is so or not, you do say that in the 
last few years you have had more grain to handle for a longer 
time than at any other time in the history of these companies? 
A. More grain stored, 

Q. And stored for a longer time? Me Leis teh s. 

Q. Are you prepared to say whether or not that is due 
to war conditions? Ae NO, do net) think T can say that. 

Qe You would not Be OO Wary (OD the “ob here (A iio. 

i think it i138 open to question whether it would be so or not, 

Q.- I Suppose it depends upon the reasons back of the 
dominion government taking over control of wheat, through the 
wheat board? Aa Yoeoid Would say do, 

Q. And up to the time of the war they have not seen fit 


to do that? A. They were available but not acting, 
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Q. You are perfectly satisfied in your own mind that 
the reason the dominion government, through the wheat board, 
took over control of all wheat in September, 1943, was pbe- 
cause of war conditions, are you not? A, Yes, in 1943; 
but we had a wheat board functioning and paying storage prior 
to 1943, 

Q. Quite so; we have heard about that, T wag interested 
in what you had to Say about these annexes that were construc- 
ted and with respect to which special depreciation allowances 
had been made. I think you said that you took no part, or 
your company took no part, in those discussions? A; That 
is correct, 

Q. I suppose the reason that you took no part in them 
is that you were not interested? A, We were interested, 

Q. But not from the point of view of being a taxpayer; 
or were you? A, We were not interested in exacting from 
the federal government a definite contract for two years at 
the storage rates then paid. 

Q. But any annexes that you built you would build out 
of your own surpluses; and, Since those surpluses according 
to your contention were not taxed, you were not interested 
in how the income tax authorities were going to deal with 
the matter? fo, We were discussing previously the storage 
annexes at the head of the lakes, but nothing to do with the 
company annexes, as to our position, | 

Q. But is it not true to say that, contending that you 
were free from income tax, you could not possibly have any 
interest in the attitude of the dominion income tax author- 
ities towards the construction of those annexes? Ags At the 


head of the lakes? 
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Re Loe?” OAS Meat re ata nas an interest in respect 
to the storage rate ultimately decided upon, 

Q. Iam talking now about the special provision as to, 
depreciation? A, Well, they were hooked up together, 

Q. So you were interested in the storage rate, because 
you thought you had to have a free hand with respect to that? 
A, We felt we should have a free hand in this way, that we 
wore prepared to provide our share of the storage without any 
guarantee as to rate, and take our chance with the rest; that 
is, without any fixed rate as to the storage, 

oe Ls Ae morrect. to say that in July or August or 
September of last year, whenever it was, when these reductions 
in rates were put into effect -- 2? ne That 458 the “hate Jas st 
year ?. 

Q. We were dealing there with the months of July, August 
and September. You probably heard what Mr, Wesson had to say 
yesterday about the knowledge of the financial affairs of the 
organization which he would have at the time those meetings 
were held. I am going to suggest to yous Ney Purdy 2) thet 
_ commencing in July of 1944 you would have a pretty accurate 
knowledge of what your balance sheet was going to show in the 
month of September following? A, There was an undetermined 
amount that we did not know at that time, 

Q. And would you be prepared to say what the amount 
might be? A, It was quite a substantial amount that after- 
wards was disclosed, 

Q. Was it such an amount, as Mr, Wesson says, as would 
bring about a sense of shame if you attempted to hold it 
for your members? A, No, I would not care to use that word, 
They were dealing entirely with different figures, more sub- 


stantial than ours, naturally. 
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Q. Would you be prepared to say why it was decidod to 
reduce the qualification in regard to the holding of reserves 
for membership in your organization from $25 to $5? A, Well, 
I am not just sure what took place in those discussions, 

Q. You were not there? A, It happened at the annual 
meeting three or four years ago, but various amounts were dis- 
cussed, Some of them wanted it raised; some wanted it lowered, 
and ultimately it was left on the basis that the board had the 
power to alter the amount, 

vs I juatisuggest to you that thei reason the $5 amount 
was fixed was to make it easy to gather in new members? 

A, That could be, 

Q. Do you think that would be sound? Ais Lo avout ha 
Pars iofythe consideration, probably. 

Q. One of the statements you made was that you thought 
your company would come out all right on this reduced scale 
of charges? Pio wom 

Q. You recall making that statement? As Yes. 

Q. What would you say about whether or not your company 
would come out all right on the reduced Scale of charges if 
you had continued to pay your 6 per cent interest on what is 
virtually your capital? AQaWell) Dhahewould ‘be san entirely 
different set of figures, 

Q. You would not come out all right under those circum- 
stances? ie VIPMOUE DL ye hrol, 

MR, PORTER: It woule depend on how much they made, surely. 

MR, STEER: The figures are there, and if we add the 
interest charges for each of the years we would know whether 
you would make out all right or not. 

THE WITNESS: This reduction that we are discussing ig in 


regard to the 1945 crop. 
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MR, STEER: Yes, 

THE WITNESS: It is not determined yet where we do come 
out, | 

BY MR, STEER: 

Q. You would expect that if you charged up the interest 
On your capital, or the interest on your reserves, the picture 
would be a lot blacker than it might be- otherwise? A, Noss 
undoubtedly, 

BY MR, FILLMORE: 

Q. I overlooked one question, and I would like to have 
your indulgence to ask it, With regard to the declaration 
of dividends on a per bushel basis; taking the dividend de- 
clared for the season 1941-42, amounting to some $790,000, 
is it not possible, in view of the carry-overs, that the 
wheat delivered by some members who got that dividend might 
Still be in storage in your country or terminal elevators? 
A. Well, I do not know how you would identify it over the 
years, 

Q@. I know it could not be Pasntirieds: Gut. in view of 
the carry-overs you have had from one season to another -- 

A. We have carried wheat at all times over the period, 

Q. For one and two years? A, For one or two years; 
but we always have in store Substantial quantities of wheat. 

Q. Of course it may have lost its identity, but it may 
very well be that the wheat received from a particular member 
might not have been sold during the season in respect of 
which he got 4 per bushel dividend? A, That could happen; 
yes, 

BYR, PORTER : 

Q, Just a question, arising out of this warehouseman" 

Statement, You told Mr, Steer that you are just a warehouse- 


man, but I want you to tell the Commission what kind of 
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warehouseman you are, When yOu are running a terminal 


elevator -- for instance, to-day you take in wheat board 


wheat, and you may mix it and improve the grade? A, Certain 


grades; yes 


Q. You may mix No, 3 and No. 4 and make HOF No, 


ea 


a NO enon Ne. 4 and Noy he ay Mon Hane anything 


lower. 
Q. You may mix No. 4 and No.5, and make No, 49 Pa Yes, 
Q. All the wheat in your warehouse belongs to the wheat 


board, does it not; every bushel of it9 Fig Wie eeu 8 


corroct, 
Q. So there is no trouble finding the owner, is there? 
an NOs 


Q. But under the Canada Grain Act you get paid for No.3 
when you turn that out, not for No. 49 A. Whatever we turn 
out. 

Q. You get paid for the out-turn grade? A, Yes 
whatever we deliver, 

Q. Whatever your out-turn is; that is what you get paid 
ror? fe! Loos, Sie, 

Q. Not your intake. So you are the kind of warehouseman 
who keeps what you can make out of your customers! goods, if 
you can get the government to grade them out better than they 
eraded in? A. Yes, I guess you are right. 

Q. So that actually you are not 4 warehouseman in the 
Sense that you return the identical article you Sou, (ah ehe 
same price and grade? Pag, LAG Pe ee or rec t, 

Q. And the wheat board to-day owns all the wheat in the 
warehouse? fer Leo, 


Q. That is the kind of warehouseman all companies 


licensed under the Canada Grain Act are? They make a profit 
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in improving the grade of the Stuff in their custody? 


As. Yes, 


Q. And they take the loss, too; but they make the gain 


if there is one? fe eG Te ot ent 


MR, PORTER: J think that is all. Now, my Lord, it may 


be that over-night an item or two Will turn up. TI have not 
had a chance to be sure I am through with Mr, Plumer, but 


BU Geo GUO Gna LT) jas 


THE CHAIRMAN: Would you like to have the case go over 


until the morning? 


Meu Olan 2. Tk may be that we may require five minutes 


in the morning, I will let counsel know. 


THE CHAIRMAN: Very well. 


~--The Commission adjourned to meet on Thursday, April 26, 
1945, at 10 o'clock avr 
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The Commission appointed to inquire into the 
present position of cooperatives in the matter 
of income and excess profits tax, organization 
and business methods and operations, and the 
comparative position of persons engaged in 
business directly competitive therewith, met 
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Ottawa, 
Thursday, 
April 26, 1945. 
The Commission met at 10 a.m., Mr. Justice 


McDougall presiding. 


MR. PARKER: I think we will proceed with the Manitoba 
brief this morning. Mr. Porter, it will be recalled, kept his 
case open, so to speak, but he advises me that he has nothing 
further to say, and unless some other counsel has any questions 
to ask, we will regard the case as closed and go on to. Mani- 


toba. 


Submission of 180 Local Co-operative 
Elevator Associations and Manitoba Pool 
Elevators 
MR. SCARTH: As you will remember, Mr. Chairman, in 

Winnipeg we presented four briefs by local associations in 
the country, namely Carey, Decker, Sperling and Arborg. They 
were four local associations of Manitoba Pool Elevators, and 
their submissions were made individually. This morning we are 
presenting a collective brief on behalf of 180 local co- 
operative elevator associations and Manitoba Pool Elevators. 
i wiltl ask Mr,’ Parker to take the stand, 

W. J. PARKER, 

President, Manitoba 

Pool Elevators, 


having been duly sworn 
testified as follows: 


BY MR, SCARTH: 
Q@. You are president of Manitoba Pool Elevators? A. Yes. 
Q. Since when? <A. December 1940. 
Q. And you have been a director for how many years? 
A. Since 1930. 
Q. Prior to that time you were active in the local 


elevator association of Sanford for many years? A. Yes, from 
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the time of its organization. 

Q. And you have been a farmer and producer down in 
that district? An 2 om yet, 

MR, E,T, PARKER: How was the brief prepared? 

MR, SCARTH: This brief was prepared by you, Mr.Parker, 
and has been approved by your board of directors? 

THE WITNESS: Yes; that is correct. It was prepared by 
myself in consultation with you and the auditor and in the 
course of its preparation it was submitted to the board, 
When it was finalized it was submitted to the board and form- 
ally approved, Before I start to read the brief, Mr;Chairman, 
I would make one observation with your permission. This 
brief has been prepared in some detail and, I think, with 
absolute frankness -- in more detail than is necessary to 
give you a clear picture of how the organization operates 
and what it has done. The board approves of the detail and 
frankness on the assumption, and in the confident belief, 
that before your Commission will draw any comparisons you 
will get as frank a statement from private and public com- 
See operating in the same field. 

MR. E.T. PARKER: You might advise the Commission how 
many of the officials of the 180 local associations have 
seen the brief, 

THE WITNESS: None of them, Well, when I say none, I 
mean officially. Some have read the brief but I cannot say 
officially that each one of the 180 has had a copy yet. 

MR. SCARTH: Will you be good enough to read the brief? 

THE WITNESS: It reads: 

"Origin of the Grain Cooperative Movement in Manitoba, 

"1, The organization of the grain trade in western 


Canada dates from the late years of the nineteenth century; 


| 
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trading in futures began in 1903. In those early years the 
grain growers complained bitterly of the abuses in the trade, 
and in 1899 the dominion government appointed a royal com- 
mission to investigate the complaints of the farmers. The 
outcome was 'The Manitoba Grain Act' passed in 1900, which 
remedied a number of the grievances but the farmers were not 
Satisfied, They organized a grain growers association to in- 
sure the protection given them by the law, and later began to 
study proposals to set up a grain marketing company. This 
movement resulted in the formation of the Grain Growers Com- 
pany in Manitoba in 1906, but the young company ran into 
Serious trouble right at the start. Among its objects was 
the distribution of its savings by way of patronage dividends, © 
The Winnipeg Grain Exchange, which the company had joined, de- 
clared this to be a violation of the rules of the exchange and 
thereupon suspended the company from membership. This was a 
prelude to a struggle in which the provincial government 
finally took a hand in support of the company. Ultimately, 
however, the company abandoned the proposal to include the 
payment of patronage dividends under its constitution, and 

was thereupon reinstated to membership in the exchange. 

"2, The farmers of the western provinces then turned to 
their governments for assistance. They demanded a system of 
government owned and operated elevators. As a result in 
1909 the Manitoba government under Premier Roblin, announced 
a policy of establishing and operating a line of elevators 
as a public utility. This announcement was received with 
wild enthusiasm by the farmers, 

"3, By the end of 1910 the government had purchased 
and built 173 elevators, It did not purchase grain but merely 
took it into store to enable the farmers to ship it out in 
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carload lots, 

"4, At a number of points the Grain Growers Company put 
buyers in the elevators at the request of the local farmers, 
and bought grain in competition with the elevator companies. 

"5. The elevator companies made strenuous efforts to 
retain their business, They paid higher than the current 
market prices at these points, thereby giving to the farmers 
their first experience in real competitive buyine. 

"6. After operating the facilities for two years at a 
loss, the government leased the elevators to the Grain Growers 
Company, and then finally disposed of them, 

"7. During the first world war the farmers had their 
first experience of collective marketing of wheat under an 
arrangement between the British and Canadian governments, 
with the distripution of the crops of 1917 and 1918 in the 
control of a specially created board of grain supervisors, 

The crop of 1919-20 was sold by the first Canadian Wheat 
Board, The latter system found great favour with the erain 
growers and when the government decided to abandon 1G 5 sia 
farmers! organizations strongly protested and made vigorous 
but unsuccessful efforts to have it re-established during 
the years 1920-23, 

"8. Disappointed in this effort and convinced of the 
value to them of organized cooperative marketing with a central 
Selling agency, the farmers turned their attention to the 
organization of a contract wheat pool in each of the three 
prairie provinces with a central selling agency for all three. 
The contract in each pool provided for a deduction from the 
grain handled to form a fund for the butidine os purcha sing 
of grain handling facilities. In the case of Manitoba, the 


wheat pool was incorporated under the name of 'Manitoba 
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Co-operative Wheat Producers Limited! by Chapter 130 of the 
statutes of Manitoba 1924, hereinafter called the 'Manitoba 
Pool'. The following year 'Manitoba Pool Elevators Limited! 
was incorporated by Chapter 113 of the statutes of Manitoba 
1925, hereinafter called 'The Elevators Company!, its primary 
objects as stated in the Act being: 

'To erect, construct and acquire facilities for handling 
grain for Manitoba Co-operative Wheat Producers Limited and 
its members,! 

"9, Between the years 1924 and 1931, the Elevators 
Company out of moneys supplied by the wheat pool, constructed 
or acquired 152 country elevators throughout Manitoba, and 
at each point where an elevator was acquired a local co- 
operative elevator association, hereinafter called the 
'Association', had been organized by a voluntary effort, 
(details of the organization, capital structure and operation 
of the associations and the Elevators Company being more par- 
ticularly set forth later in the brief). The elevators were 
leased to the associations by the Elevators Company with an 
option to purchase, 

"10, The three western wheat pools unfortunately be- 
came some of the first victims of the great financial crisis 
OG 1929-30 because of the unprecedented and precipitous de- 
cline in grain prices, They had paid out to their members 
approximately $23,000,000 more than could be recovered from 
the sale of grain. In these circumstances the governments 
of Manitoba, Saskatchewan and Alberta came to the aid of the 
western wheat pools in their respective provinces, by 
guaranteeing to the banks to whom they were indebted, repay- 
ment of the moneys borrowed (for text of guarantee see 


Schedule "A" to Chapter 57, statutes of Manitoba 1931). As 
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Security for the said guarantee, it was provided by Section 9 
of the Act that the province should have a first lien and 


charge in priority to all other liens, charges or encumbrances 


whatsoever upon all the assets, real and personal of the Man- 


itoba Pool and the Elevators Company. In Manitoba the lia- 
bility incurred to the government under the guarantee was 
approximately $3,400,000. The only realizable asset of the 
Manitoba.Pool was the amount payable by the associations under 
their leases and options from the Elevators Company in the sum 
of $2,400,000. The government under its lien took over the 
entire assets including the country elevator System and the 
Manitoba Pool was later forced into bankruptcy. 

"ll. By agreement dated the lst day of August, 1931, 
and made between the various associations, pool elevators, 
the Manitoba Pool and the government of Manitoba (for copy 
of agreement see Schedule "A" to Cap. 52, S.M. 1932), it was 
agreed that the leases and options granted by the Elevators 
Company to the associations should be cancelled, and that the 
various associations should purchase from the Elevators 
Company their grain elevators for an aggregate purchase price 
of $2,100,000, such purchase moneys with interest thereon to 
be collected by the Elevators Company from the associations 
and to be held in trust by the Elevators Company for the 
government, and to be paid over to it on demand, It was 
further provided that the government would accept the amounts 
payable by the various associations under the agreement, 
amounting in the aggregate to $2,100,000 with interest there- 
on from August lst, 1931, in full satisfaction of its claim 
against the Manitoba Pool and the Elevators Companys EG Wilt 
be noted that by Section 3 of the said agreement, it was 


agreed between each of the associations and the Elevators 


Company as follows; 


"Elevators Company 
will superintend 
and manage 
association's 
elevator for 


twenty years, 


‘Elevators Company 
Will provide fac- 
ilities for mar- 
keting, financing, 
handling and 


Storing grain, 
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(a) The Elevators Company will, from the 


(b) 


lst day of August, 1931, to the 31st 
day of July, 1951, superintend and 
manage for the association the opera- 
tion of the association's country 
elevator cooperating with the board 

of directors of the association to as 
great an extent as possible to insure 
the efficient and Successful operation 
of the business of the association, 
the ganeral manager for the time being 
of the Elevators Company to be also 
the general manager of the association, 
The Elevators Company will establish 


and maintain the necessary facilities 


to carry out its obligations hereunder, 


including facilities for marketing the 
grain handled by the association other 
than pooled grain and for hedging and 
selling the same and will, so far as 

it can arrange to do so, finance the 
association and the marketing and 
handling of its grain, including making 
provision for terminal storage of the 
grain handled by the association, The 
Elevators Company will do the banking 
of the association and handle all the 
funds of the association in the name 


of the Elevators Company as hereto- 


fore, 
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'Association will 
pay Elevators Com- 
pany its propor- 
tionate share of 
Elevator Company's 
costs and expenses 
on a per bushel 


basis, 
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(e) The association will pay to the Elev- 


ators Company all amounts disbursed by 
the Elevators Company directly or 
Solely for the benefit of the assoc- 
dation, and as well its proportionate 
Share of the cost to the Elevators 
Company of the book'ceeping, recording, 
Supervision and control of country 
elevators, the cost of stationery and 
all other expenses incurred by the 
Elevators Company of or incidental to 
the operation or management of the 
country elevators, including the elev- 
ator of the association, and in addi- 
tion thereto, its proportionate share 
of all interest, banking charges or 
other cost of financing the operations 
of the various cooperative associations 
or the country elevators, and also the 
cost of providing terminal facilities 
for the handling of the grain of the 
various associations, and all other 
payments of whatsoever nature and kind 
made for or on behalf of the various 
cooperative associations, and such pro- 
portionate share of the cost shall be 
ascertained upon a per bushel basis 
having regard to the proportion which 
the grain handled through the assoc- 
fation's country elevator bears to all 


the grain handled by the Elevators 
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Company for all the country elevators 
managed and operated by it.! 
"12. It will be further noted that under Section 12 of 


the said agreement, it is provided as follows: 


'Klevators It is understood and agreed by and be- 
Company is tween the parties hereto that the pro- 
agent and visions of this agreement are subject 
trustee for to the provisions of "The Canada Grain 
the various Act" and that the Elevators Company is 
parties, an operating company only and is act- 


ing as agent and trustee for the var- 
ious parties hereto according to the 
exigencies of the relations between 
them and of this and all other agree- 
ments subsisting between the various 
parties, or any of. them,! 

"13. Since August 1, 1931, the Elevators Company under 
the provisions of the agreement has, as the agent and trustee 
of the associations, superintended and managed the operation 
of their country elevators, established and maintained termin- 
al facilities at the head of the lakes at Port Arthur and 
Fort William, handled and marketed their grain, and has 
arranged for the financing of their various operations, 
"Tncorporation and Organization of Local Pool Elevator 
Associations, 

"lh, AS above stated, between the years 1924 and 1930, 
152 associations were incorporated and organized in Manitoba, 
and between the years 1930 and the present time a further 
28 associations were incorporated and organized, making 
180 in all. Attached hereto and marked 'A! is a list of 


the associations and their addresses. 
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"15. The Sanford Co-operative Elevator Association is 
typical of the group. It was incorporated under 'The Co- 
operative Associations Act', being Chapter 8 of the statutes 
of Manitoba 1925. Attached hereto and marked with the letters 
'B' and 'C! are copies of its memorandum of association and 
its by-laws respectively. By Section Ys of 'The Companies 
Act' being Chapter 5 of the statutes of Manitoba 1932 !The 
Co-operative Associations Act! was repealed and Part VI of 
'The Companies Act! was substituted therefor, which said Act 
as amended is now Part VII of !The Companies Act! being 
Chapter 36 of the Revised Statutes of Manitoba 1940, 

"16, AS shown by the said memorandum of association, the 
association was incorporated with an authorized capital of 
1,000 pene 2 of $1.00 each, and it is provided by the said 
memorandum of association that: 

'The business of the association shall be carried on 
on a non-profit basis, and no interest shall be paid in re- 
spect of capital stock,' 

"17, At no time has any interest been paid on the 
capital stock subscribed by the members. Qualification 
shares only were issued to members, that is, one to each 
member, and later,namely by Chapter 8 of the statutes of 
Nanitoba 1940, second session, the capital stock of all 
associations incorporated with authorized capital was can- 
celled, and the capital subscribed was declared to be a 
membership fund, and the word 'Limited' was deleted as part 
of their corporate names, Only producers of grain have been 
admitted to membership. No distributions have ever been 
made on a share basis, nor has interest been paid on share 
capital, Voting has always been on a basis of one member 


one vote, 
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"Incorporation and Organization of Manitoba Pool Elevators. 

"18. As above stated, the Elevators Company was incor- 
porated by an Act of the legislature of Manitoba, being 
Chapter 113 of the statutes of Manitoba 1925, with an author- 
ized capital of $1,000,000 divided into 1,000,000 shares of 
$1.00 each, It was provided by Section 2 of the said Act: 

'That the company should not commence business until at 
least ten per cent of the capital stock shall have been sub-. 
scribed and at least ten per cent of the amount of stock so 
Subscribed actually paid up.! 

"In order to comply with this requirement, the Manitoba 
Pool Subscribed for 100,000 shares and paid up thereon the 
sum of $10,000, the minimum requirement under the Act, which 
constituted the entire paid up capital of the Elevators Com- 
pany. By Chapter 26 of the statutes of Manitoba 1940, second 
Session, it was provided: 

'That the company should not have any capital stock or 
Shares or shareholders, and that all of the capital stock of 
the company, issued or unissued, be thereby cancelled, and 
that the paid up capital of the company shall constitute a 
membership fund,'! 

"19, The associations are the only members of the 
Elevators Company. Each of the associations is & separate, 
distinct and autonomous body, and is governed by a board of 
seven directors elected from among its members, At their 
annual meetings each association elects from its members an 
accredited delegate to vote on behalf of the association at 
the meetings of the Elevators Company. The delegates have 
the exclusive right to vote at all meetings of the Elevators 
Company. For the purpose of electing directors to the board 


of the Elevators Company, the province of Manitoba is divided 
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into seven districts, At the annual meetings of the Elevators 
Company delegates from each district hold separate meetings 
and each district nominates a member from its district for 
election to the Elevators Company board, These nominations 
are then placed before the general body of the delegates as 
nominations to the board, and the board of directors is then 
elected by vote of the general body. The election of directors 
takes place annually, the term of office being only for one 
year unless re-elected. 
"Method of Operation, 

"20. The associations by their memorandum of association, 
'The Co-operative Associations Act,! 'The Companies Act! and 
course of business have always been under an obligation to do 
business for their members at cost, accounting to them at the 
end of each year for any savings that may have been effected 
through the handling and marketing of their grain, All the 
associations incorporated prior to 1931 entered into contracts 
with the members for the handling of their grain, and all of 
Such contracts contained a provision that the business of th” 
association should be conducted on a non-profit basis, and 
that the growers should not be charged with anything on 
account of profit. Although the making of contracts was dis- 
continued at the time of the financial crisis, the associa- 
tions have always continued to account every year to their 
members for any savings arising out of transactions on behalf 
of the members, and have allocated and credited the savings 
to them," 

I might explain that this is a distinctly different set- 
up from anything that you have had before your Commission so 
far, and it is rather unique in elevator operations, There 


was a contract between the growers and these different 
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associations that they would deliver all grain to the assoc- 
jations, and instead of having three cents or one cent or 

any other controversial figure, as indicated recently, we had 
an arbitrary deduction from the pool price of two and a half 
cents a bushel. That was phenomenal because the street 
spreads vary all the way from five to fifteen, seventeen and 
eighteen cents in general elevator operations, The Manitoba 
local associations adopted the basis of a straight two and 

a half cents a bushel but they had as protection a pooling 
contract, so that if at the end of the year the elevator pro- 
duced a surplus on the basis of two and a half cents it was 
refunded as a patronage dividend. If it produced a deficit, 
enough money was deducted from the final payment on the 

wheat pool contract to make up that deficit. That was its 
protection and that is why it attempted to work on an arbi- 
trary figure of two and a half cents, 

"21, Under the provisions of 'The Canada Gratin Act! 
the associations, as the operators of licensed public country 
elevators, have been required to receive all grain offered 
for storage without discrimination, but the associations have 
as far as legally possible abstained from handling grain of 
non-members, The member business for the past five years 
has been 96.77 per cent of total deliveries." 

The average at the moment is 99 per cent plus, There 
is the odd mortgage company that has not taken out member- 
Ship, perhaps a Hutterite colony, but generally speaking 
we are within shooting distance of a straight one hundred 
per cent. 

"22, When a member delivers grain to the association 
at its country elevator, he is paid at the time of delivery 


what is between himself and his association, an initial 
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payment. The initial payment made to the member is ona 
basis of quantity and quality, leaving to be accounted for 
by the association to the members any moneys over and above 
the initial payment realized from the handling and marketing 
of the grain. The transaction, therefore, as between the 
association and the member is not complete at the time of 
making the initial payment, but remains open until the year 
end, when the association accounts to its members for all 
Such moneys and allocates and credits them to the members 
accordingly. 
"Special Reserve and Working Capital. 

"23, AS provided by paragraphs 6, 7 and 8 of the said 
agreement bearing date the first day of August, 1931, cach 
of the associations agreed with the Manitoba Pool, the 
Elevators Company and the government that it would contribute 
to a reserve fund to be known as the 'Special Reserve! a sum 
or sums equal in the aggregate to 10 per cent of the total 
capital cost of the association's country elevator and other 
properties purchased from the Elevators Company pursuant to 
the agreement; such contributions to be made by deductions 
from any moneys of the association which might come into the 
hands of the Elevators Company as the result of the operation 
of the country elevator of the association, and the moneys 
as and when received were to be paid into a special account 
in a chartered bank or banks to be known as the 'Special 
Reserve Account,' and no moneys were to be withdrawn from 
the said account without the written consent of the provincial 
treasurer of the province of Manitoba. The special reserve 
fund was 7 be used in so fer as it might become necessary 
to reimburse the government for any loss which it might 


Otherwise sustain by reason of any of the associations being 
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unable to meet its payments on its elevator in any year or 

by reason of the failure of the Elevators Company to receive 
or pay or to account to the government for any portion of 

the purchase price of the country elevators solda to the 
various associations, And it was further provided that if 
and when the government should receive from the various 
associations as payment of the purchase price of the said 
Slovators Sums aggregating $2,100,000, together with interest, 
the said special reserve or such part as should remain intact, 
Should be repaid to the various associations, so that each 
association would receive back the portion contributed by it, 
or such part thereof as should be available for repayment 
after taking into account any deficit of the association, 
which might have been made up out of the special reserve. 
"Working Capital. 

"Qh, In the initial period from 1925-26 to 1930-31, 
the Elevators Company had virtually no working capital, As 
at 31st July, 1931, its paid-in capital was $10,000, and it 
had accumulated a general contingency reserve of $73,700, 
but these moneys were invested in furniture, fixtures and 
other frozen assets, Its working capital requirements during 
this period were obtained from the banks by way of loans 
guaranteed by the Manitoba Wheat Pool. 

"25. The four party agreement became effective on the 
ist of August, 1931, but contained no provision for supplying 
the Elevators Company with working capital. There was no 
wheat pool to guarantee the bank loans, so the Manitoba 
government generously advanced the sum of $300,000 by way 
of callable loan, which the company used as liquid.cash jin 
Obtaining its grain loans from the banks. This in itself 


was not sufficient to satisfy the banks, so it was necessary 
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to obtain from the Manitoba government a postponement of its 
first claim on the elevator properties, Fortified with this 
Security, the banks still refused to finance our grain loans. 
We then appealed to the dominion government, and it came to 
Our assistance by way of a dominion guarantee of our bank 
loans, With the credit of the federal treasury behind us 
the banks were satisfied to advance the necessary money to 
finance our grain loans, 

MR. E, T, PARKER: They did not want the guarantee of 
the Bank of England too? 

THE WITNESS: No, They had not thought of that. The 
picture has changed, though, Mr. Parker, 

"26, During the first few years the associations 
Operated ona strictly individual basis, Savings from the 
operations were refunded in cash to the members and deficits 
were recovered by assessments against the members, In the 
year 1931-32, however, the results were almost disastrous, 
The average volume of grain handled through the elevators 
was at an all time low. Thirty of the associations met all 
their obligations and showed a refundable surplus, Twenty- 
seven of the associations met all their obligations except a 
portion of their depreciation and capital repayments. The 
remaining ninety-four associations showed a deficit. The 
province extended assistance to the ninety-four associations 
by permitting them to add the deficits on operating expenses 
and interest to their capital debts, and by allowing the 
capital repayments to remain in arrears, 

"27. Lack of working capital was still a major problem. 
The dominion government renewed its guarantee for the crop 
year 1932-33. The province agreed to leave the $300,000 


cash fund with the Elevators Company, and also renewed its 
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postponement of lien, Such accommodations though decidedly 
helpful could not indefinitely be depended upon. - The farmer 
members were grateful for the assistance, but they desired 
to stand on their own feet, The only apparent solution was 
to postpone refunds of members! Savings, and to retain them 
in a working capital reserve but allocated to the individual 
members, 

"28, This experience in 1931-32 showed that the local 
associations could not eontinue on a strictly individual basis. 
Accordingly a supplementary agreement was entered into between 
the associations and the Elevators Company in the year 1933 
providing that all revenues in respect of business of the 
associations coming into the hands of the Elevators Company 
Should in each year be pooled and constitute one general fund 
from and with which the Elevators Company should in each year, 
in so far as the amount of the fund for that purpose would 
permit: | 

(a) Pay the proportion of the operating expenses of all 

the associations which signed the four party agreement 

of August 1, 1931, which the associations forming the 
group were required to pay under the said agreement, 

(b) Pay to the government all interest due the Elevators 

Company on the purchase price of the elevators py all 

associations which entered into the said agreement or 

like agreements, ‘ 

(c) Pay to the government all instalments due the 

Elevators Company on the purchase price of elevators 

by Such associations, 

(d) Pay into special reserve account the contributions 

to special reserve to be made by Such associations as 


provided by the four party agreement; 
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and retain the balance until the Elevators Company shall 
have accumulated working capital in the amount of $400,000, 

"29, As at July 31, 1936, the working capital reserve 
showed a balance of $227,600. Operations had been moderately 
successful and it was felt desirable to resume patronage 
dividend payments, as well as to fix the maximum contributions 
to working capital reserve of each association, 

"30, These proposals were incorporated in amended 
Supplementary agreements in 1936 amending the 1933 agreement 
as follows: 

'2{(a) If by the first of August, 1936, the association 

Shall have contributed to special reserve account a 
Sum or Sums equal in the aggregate to 10 per cent of 
the total capital cost of the association's country 
elevator and other property, it shall thereafter 
contribute to the Blevators Company on account of 
working capital, one-half of its net surplus, and 
shall be at liberty to distribute the balance of 
Such net surplus among its members as a patronage 
dividend. 
(bo) If by the said first day of August, 1936, the 
association shall not have contributed to special 
reserve account 10 per cent of the total capital 
cost of the association's country elevator and other 
property it shall thereafter apportion any available 
net surplus as follows: 

One-half to special reserve account. 

One-quarter to working capital, 

One-quarter to its members as a patronage dividend. 

"After payment in full has been made to the special re- 
serve account the distribution shall be as set out in sub- 


clause (a) hereof. 
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(c) The association shall not be under obligation to 

contribute on account of working capital a total amount 

in excess of 50 per cent of its total capital cost," 
That fixed the maximum that any association would ever be 
required to put into the revolving fund for working capital. 
It is an arbitrary thing but it is 50 per cent, 

"'(1) When the association has contributed to working 
capital an amount equal to 50 per cent of its total 
capital cost, the association may thereafter dis- 
tribute the whole of its net surplus among its 
members by way of a patronage dividend. . 

(2) If the association shall have contributed to 
working capital by the first day of August, 1936, 

an amount exceeding 50 per cent of its total capital 
cost, the association shall be at liberty to distri- 
bute the excess payment among its members by way of 
a patronage dividend.'!" 

That is required because two or three associations at 
that date had already provided a fund in excess of 50 per 
cent, 

"31, When moneys for refunds first became available 
in 1936-37, it was decided that such refunds should be re- 
turned to the earliest contributors to the working capital 
reserve. This method has been continued regularly since 
that year, and is now generally known as the 'revolving 
fund plan.'! 

"32, As at 31st July, 1944, the working capital reserve 
showed a balance of $1,635,400, of which $1,600,300 was allo- 
cated to the credit of local association, elevator shippers! 
accounts, and $35,100 to platform shippers, The amounts 


allocated to elevator shippers were as follows: 
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1940-41 $ 700.00 
1941-42 1,900.00 
1942-43 58,000.00 


1943-44 1, 539,700.00 

"This sum is within $100,000 of the final amount to be 
contributed for working capital under the terms of the 1936 
Supplementary agreement. 

"Summary of Operations, 

"33. After providing for all expenses, including de- 
preciation of $3,440,750, total savings of $7,688,550 have 
been allocated to the individual members in the nineteen year 
period of operations, All of these moneys have accrued from 
net revenues, 

"34, As at January, 1945, $3,209,150 of the above savings 
had been refunded in cash to the members entitled thereto, and 
the balance of $4,479,400 was accounted for as follows: 


Repayable to members (pending tax 


clarification) | $1,991,000, 00 
(1) Savings invested in elevators and 

terminals 

A. Special Reserve $240,200.00 


B. Terminal Moetgage Debt re- 
payable to contributing 
members in 4 annual instal- 
ments bearing 56 interest 269,400.00 
C. Allocated surplus in re- 
spect of growers! equities 343,400.00 853,000.00" 


Perhaps I should explain the terminal mortgage debt, 
A year ago we still had outstanding between $400,000 and 


$500,000 of an outside mortgage on the terminal, and with a 
very large patronage dividend we recommended to the delegates 


at the annual meeting that instead of withdrawing all funds 
in cash and dissipating them in the way farmers may be in- 

clined to do, it might be well to pay off the mortgage, 

We suggested, if they cared to, that they might devote part 


of the money to repay the mortgage owed outside and they 
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themselves took the mortgage on the terminal, That they did 
to the tune of about $412,000, and that is being repaid under 
contract in five equal annual payments bearing 5 per cent 
interest, which they record as investment income on their 
personal income tax returns. 


"- (2) Working Capital Reserve 


A. Elevator Shippers $1,600, 300,00 
B. Platform Shippers 55600. U0, 


$1,635, 400.00 
$4,479,400,00" 

There are platform shippers who do not live within a 
radius where they may conveniently use the elevator assoc- 
tation, They have carload lots and shovel over the platform 
and we accord them the same terms as are accorded through the 
elevator association, requiring them to build up 4 nominal 
amount on the retention basis the same as is required in the 
association. That is $35,000. 

"35, The amount ‘repayable to members! as above 
$1,991,000 is held in suspense awaiting the disposition of 
income tax appeals. Otherwise it would have been repaid to 
members in recent weeks. Thus the results can be re-stated 
as follows: 

Savings refunded in cash $3,209,150.00 


Savings repayable to members 1,991,000.00 
$5,200,150, 00 


Savings retained in terms of agree- 


ments approved by the members . 
(total of (1) and (2) above). 2,488,400. 00 


$7,688, 550.00 
"36, Unallocated Reserves, As at 31st July 1944 the 
following reserves had not been allocated to the local assoc- 


fations or to their members: 
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-7029- | Mr. Weds Parker 
1. General Reserve $284,100.00 
2. Terminal lease and purchaser 
reserves 63,500.00 
$347,600.00 


1. General reserve was accumulated over a fifteen-year 
period from 1925-26 to 1939-40, in annual amounts vary- 
ing from $500.00 in 1925-26 to $38,300 in 1937-38, the 
average for the period being $18,900 per annum, The 
purposes of the reserve are to provide the Elevators 
Company with a contingency fund to take care of wind- 
storm or other extraordinary damages to country elevator 
properties, and to provide for unforeseen financial losses 
which may result from its transactions as agent for the 
local associations, The reserve has been maintained 
approximately at the above level since June 30, 1940." 


We do not carry windstorm and cyclone insurance, It is 


one of the contingencies we provide for, and the reserve is 
a moderate one having regard to volume of business done and 


the risks incurred, 


"2, Terminal lease and purchase reserves were estab- 
lished in two amounts, $25,000 in 1935-36 and $38,500 
in 1937-38, in anticipation of possible losses in terminal 
operations which were not subsequently reatized, The 
first amount was set up to provide for possible losses 
in the operations of two terminal elevators which 
were rented during the 1936-37 year. The second amount 
was set aside in view of the increased financial obli- 
gations resulting from the purchase of Terminal No.3 
on 23rd July 1938, on which a mortgage debt of 
$340,000 was assumed, In the event of an operating 
loss in any year, the amount of $38,500 was available 


to cover the annual payment of interest and principal 
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= 
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on the capital cost of this terminal, 

"37. These reserves are held by the Elevators Company 
as agent and trustee for the local associations, with their 
knowledge and consent. The local associations at any time 
can request that these amounts be allocated and paid out to 
the members who delivered grain in the years in which the 
reserves were established, The Elevators Company is in 
position to comply promptly with Such 4 request, merely by 
completing a simple arithmetical calculation to Coats 
individual Shares in the reserves, 

"Financial Data, Grain Handling Facilities, 

"38. In the nineteen-year period from 1925 to 1944, 
grain handling facilities were acquired on behalf of the local 
associations, and related depreciation reserves wore provided 


there against, as follows (in round figures): 
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~7031- Mr. W.J. Parker 
Book 
Write- Value 
Depre- OLe. Leu 31st 
ciation August July 
Cost Reserves 1931 1944 


Country eleva- 
tors, dwellings, $3,708,300 $1,952; 300 $295 , 600 $1,460 ,00 
etc. 


Country stor- 


age annexes 474,500 474,500 
Terminal 
elevators 1,346,250 808, 650 537,600 


Terminal. stor- 
age annex 205,300 205 , 300 


Seed Plant (in 
process of con- 
struction 31st 


July 1944) 112.500 112, 500 
$5,846,850 $3,440,750 $295,600 $2,110,500" 


First of all, I will explain the write off as it appears 
in the third column of this table. The overpayment in 
respect of the Manitoba Wheat Pool was $3,400,000. ‘The 
only asset the pool had was its interest dies be associa- 
tion's country elevators. They had unpaid accounts of 
$2,400,000, which left $1,000,000. The government in its 
wi$dom wrote off another $295,600, and called it $2,100,000 
even. That is the so-called write-off. It collected all 
the money it could have collected, with the exception of 
approximately $300,000. 

Then, with respect to the $474,500 under the heading 
"country storage annexes", that is completely written off 
noWe 

Then, the figure under the heading "terminal eleva- 
tors" does not exactly correspond with the outstanding 
mortgage to the individual member; but the balance was 
financed within the company itself. 


The figure under "terminal storage annex" is also 
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completely retired at this date. 
Then, coming down to the figures under "seed Plant", 
may I say that nothing has been paid on that yet, because 


of the year's operations. 


"59. Originally, the foregoing assets were financed 
as follows: 


Period 1925 to 3lst July 1931: 


Loans from Manitoba wheat Pool $ 3,056,800 
Period ist August 1931 to 3lst July 1944: 

Mortgages on terminal elevators 1,236,250 
Working capital and other re- 

serve funds 1,553,800 


$ 5,846,850 
a 

"40. During 1931, the province of Manitoba became 
the principal creditor in place -of Manitoba wheat Pool, 
whose assets the province acquired in connection with its 
guarantee to the lending banks to whom the wheat pool was 
indebted. At that time the capital debt of the Blevators 
Company was $2,395,600, from which the province allowed a 
write-off of $295,600, leaving a net debt of $2,100,000. 
The Elevators Company in tum allocated this write-off 
to the local associations, in varying amounts aggregating 
$295,600. 

"41. Mortgages on terminal elevators, originally 
held by the various vendors, have since been paid off in 
oa a 

"42. The amount provided from working capital and 
other reserve funds includes the cost of country and ter- 
minal storage annexes which were built in 1940 and 1941 
at a cost of $679,800. This investment was recovered 
through accelerated depreciation charges against earnings 
of the years 1940-41, 1941-42 and 1942-43, Similar rates 


of accelerated depreciation were allowed to all other 
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grain handling organizations by the Income Tax Department 
in respect to temporary annex facilities.' 

That agreement was discussed in detail yesterday. 

"45. As at July 31, 1944, the only debt owed to out- 
Side creditors was an amount of $480,700 bape to the 
province of Manitoba. his debt bears interest at 5 per 
cent and is payable in annual instalments of $95,262.26 
principal. 

"Tax Position 

"44, Down to the year 1940, the exemption of the 
associations and the Elevators company was never question- 
ed by the Income Tax pepartment. In 1943 income tax and 
excess profits tax assessments were levied against three 
of the associations, namely, Roblin, Lenore and Lyleton, 
assessing them in respect of operations for the year 
1939-1940. These were to be test cases to decide whether 
the amounts distributed by the associations by way of 
patronage dividend to their members were deductible from 
the income alleged by the departmentto have been earned 
in that year by the associations. These assessments 
are now under appeal. 

"45. In 1944 the Blevators Company was assessed both 
for income and excess profits tax in respect of the 
associationst surplus, which had accrued from the year 
1939-1940. This assessment has also been appealed. 

"46. As the result of these assessments, surpluses 
in the hands of the Elevators company for the year ending 
1944 have been held in suspense but allocated to the 
individual awaiting the disposition of the appeals, or 
Clarification of the income tax position. 


"Forage Crop Seeds Department 


"47, This department was organized for two principal 
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purposes: 

(1) Because of repeated requests for a cooperative pro- 
cessing and marketing agency for forage crop seed 
producers (members of our elevator associations), 
who were dissatisfied with the services rendered and 
prices paid by the existing seed handling companies. 

(2) There was an ude ies realization among some mem- 
bers of our organization as to the place legumes and 
grasses must. play in any permanent agriculture, It 
was quickly becoming apparent that Manitoba, in fact 
Canada, had a soil conservation problem of lesser 
magnitude but of equal relative importance to that 
of the United States, where the federal government 
is spending annually millions of dollars in trying 


to correct bad cultural practices. 


"48. The Elevators Company acts as agent for ten co- 
operative forage crop seed associations, which are separ- 
ately incorporated. These associations do not own local 
Seed plants or other Equipment, but the members send the 
seed to the central plant Operated by the Blevators com- 
pany. Current prices are paid to producers at time of 
delivery. The Elevators Company cleans the seed to the 
grade standard required by the Dominion Plant Products 
Division, markets the product domestically and by export 
to the United States, Great Britain and Russia. 

"49. Surpluses are allocated to the local seed 
associations and through them to the credit of the indi- 
Vidual members as final payment on their forage crop 
seed deliveries. 

"SO. By agreements with associations and their mem- 


bers, part of the final proceeds has been refunded to 
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them in cash and part has been retained for working cap- 
tai purposes. 

"Sl. The department commenced operations on the 
first of July, 1939. The first year ended June 30, 1940, 
with a loss of $10,917.50. The 1940-41 fiscal year also 
showed a loss of $1,754.24. Much valuable experience was 
gained from the operations of these two years, and the 
Elevators Company absorbed both losses through its gen- 
eral contingency reserve, as a contributioi to the 
organization and the establishment of the department. 
This contribution had the unanimous approval of the 
delegate body. 

"oe. In the three years since 1940-41, final pay- 
ments of $62,075 have been allocated to the credit of 
individual members, of which $23,760 has been refunded 
to them in cash. The balance of $38,315 is held to 
their credit in working capital reserve. 

"od. During the past five years operations have been 
carried on in rented premises. In 1943-44 those premises 
were inadequate for the increased volume of deliveries, 
Bnd (arse Created some dissatisfaction among members by 
peacon of their inconvenient location. It was therefore 
decided to build and equip a new plant in a locality 
suitable to the majority of producers, and this work was 
in process at 3lst July, 1944. The new plant is now in 
Operation, and deliveries for this year to date are in 
excess of the total handle of any previous year. 
"General | 

"04. Farmers from the earliest settlers in western 
Canada have pooled their efforts by joining together to 

| make community purchases of threshing machines, which 


were beyond the requirements and resources of the 


7 


ecw Sulit > ahi ‘aia: wnat x8 ee08 * 


hit Bet. Gece? ‘aelcae Hyoo: nocnoata % al ie 
et) ak. npsgudastnity Se ab sytenen “Yowesangaoo. ‘teve 
eos TACeD ous “ay Seta hh sasKe auld “Dee: nongps henge | 


ae Sohne 


Sik cy Soci Paro kieni pit -dsith ‘Wtémaaggang abit 
f eee ite ; j h - P bed ogageren 


z . 3 
‘ 


=¥aq Shay ORR L cone: eae et eri BET ES, 6a" 


es 


Te 


Po btbano ei of Re Feos Ele: ned wea "ORG G S04: Ro: et sem 
bs 7 Sa x Me Y £ ae 
DGbANIG! Lae San TET Ces Heke 9 re “ict gunna 
Ot Baek gl O45 OSE 2a. aoteiad ast «fB BO. ek narks on 
7 yrener. Lat ive galaie “rye. ther sh ahi: 
o en p hate a Aas rene 9) ee ea 
Paget oped erciteisqo attey owt. dase duta sepa] bee 
of if ore: f ae in: 
cimety, secihy S-Tivr at .seetmewe betaen wt ao she teeee 
, J eon Fe 5 er wt ; os ae a soe 
is oe |. Soe sae) Meee cores. 4 ie 2 BEG ee, $e : =F : 
(ERI Ovds Fo Lo eel Oe ASesSOtonh mit te esi Rape sai Bee 
e : i we ene hoa, r J i 2 ere SE A os ; + 
tS O1edmen Shai nol stelvasebh omnes OS Be > 03.08 Dae 
ay , 5 be = . nee Par ; 
t TX 7 « é bw j ¢ “nr j roe Li aM 4 Oo. A pF ee hal) 20 fOesot 7 
oe bd ates O04 #8 Ak Graig: wer £ Glare ‘Sree De wi of Sehioeh 
Sao wtaw ols Se ,eeounotg to Yo Liotta e¢¢ of ideation 
. ae ee ease. al ces eo Pd. ‘ 
¥ eto pes " © ‘ he x me * Mm Be Face ah: * 2 
Ue WE PS Og Weer sc? «-PPOLl , gre cess te meager ae 


is ,solssiego 


an Prise 


SME leita. sith my Ye 2 VLOChd 28202 onl tO Segere 


. = 
Leen ee ue: re 
cag ie : a3 os 
toon eye : a el a ee eer ES 5 nH 
Cais treat rl Aa “SA teeeg te Vem ts8 
3 pase een Hye Ss Bae tar? - 
fe. Agee, <e Mee . a P IS see ' 
RE El yi eye By i 
Pas at ¢ 


cas , oe ; f x5 ‘ 7 r 
FE, Pe es AY fh 2 oe Ph e.. .. hee PF Pier a ee ee ’ «OF ‘ an 7 : 
SShttor AL Stoigvee Ieelives el! ert eienre jeo™. # by 

a ee a a 4 ’ ms Saal 


WJ 
<<? 


1 alien = ra - é F os <*s ie wel oe 7 » &® zy - 
at seftenod srinicl xd adotie tbsite oh 9l00m evan ebeasd 
COlawWw , eecttpam: nadidessdd “to” wee 


Sasori dt anny ova oa 


ant to -ven diced: Sae-Bieenes t 


dt booyved sisw 


AB 
aa 
t 

1, 


OB 


individuals. At threshing time each farmer contributed 

his quota of man hours and teams for the falits opera- 

tions. The threshing machine moved from farm to farm 
until all the threshing was completed. In this manner 
they reduced their threshing expenses down to actual cost 
as the result of a cooperative enterprise. 

"95. The acquiring of elevators for the marketing of 
their grain was but one more link in the chain of ser- 
vices required to enable the farmers efficiently to carry 
on and control their own farming operations. after the 
associations were organized it became apparent to the 
farmers that it was essential for them to acquire ter- 
minal facilities if they wished to retain the identity 
and control of their grain until it was finally disposed 
of. 

"56. The present system of handling and marketing 
facilities has with many setbacks and disappointments 
been developed over a long period of years, and repre- 
sents the goal which the farmers are Striving for, namely, 
the right to handle and control their products through 
their own facilities until finally marketed. 

"57. The growing of grain in western Canada has from 
its inception proved to be a hazardous enterprise. The 
major difficulties have been: 

Mit Glimatic conditions, which take the form of extended 
periods of drought, wherein a farmer must annually 
work and seed his land, not knowing whether there 
will be sufficient moisture to enable him to reap 
a crop that will return him his seed. 

(2) Violent fluctuations in world markets over which he 
has no control, have left him in many instances 


with a bounteous crop which could not be sold at 
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prices sufficient to cover the cost of his opera- ~ 
tions. 

(3) S12 "his equipment and farm supplies are purchased 
in a protected market, at prices which have been 
fixed by manufacturers ana distributors to cover 
all contingencies. 

"98. It follows, therefore, that a farmer bears all 
the manufacturing and distributing costs on his produc- 
tion equipment, as well as return on capital invested and 
any corporate taxes paid by the manufacturers or distri- 
butors. Yet he is forever being exhorted to increase his 
efficiency and lower his production costs in order to 
compete in the worldts markets. The farmer rightly feels 
that his cooperative elevator is Simply a piece of com- 
munity farm machinery, which he and his neighbours use 
to improve their productive efficiency. 

"59. Now a word as to the alleged discrimination 
because joint-stock elevator companies are taxed, and co- 
operative elevator associations are not sud ject. to°'in- 
come tax. We submit that any income tax and excess 
profits tax collected from any elevator company is actu- 
ally paid by the farmers who deliver the grain to that 
elevator. There seems to be a lot of unsound thinking in 
Canada that the farmer exists to provide profits for the 
Service and secondary industries; not that these second- 
ary and service industries exist to serve the farmer who 
produces the worldts food. The joint-stock elevator 
company does a service for the farmer not primarily to 
assist the producer, but to make an earning on invested 
Capital. The co-operative elevator is the producer's 
instrument or piece of machinery to enable him to pro- 


duce more efficiently. 
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"60. For the last nineteen years farmers have been 
operating cooperative elevators in the pool organizations. 
During that period handling charges and street spreads 
have been substantially reduced. By reason of their 
experience and the ones of these elevator operations, 
we have reason to believe that country elevators operating 
for fifteen years or longer must have repaid all capital 
cost - and in many cases, fat profits besides. Many 
elevators in the west have operated up to forty years, 

"61. From our experience in the Elevators Company in 
the last five years, we would assume that any elevator 
company with reasonably fair management must have greatly 
improved its financial position, even after making pro- 
vision for its income tax payment. The position of 
Manitoba Pool Elevator Associations because of the last 
five years' operations is Simply that they have succeeded 
in paying their 5 per cent depreciation and Operating 
Sxpense. All moneys over and above that have been allo- 
cated as patronage dividends, thereby improving the 
financial and social position of the farmer members who 
collectively constitute the organization. Moneys so allo- 
cated are not reserves, but are debts to the members 
which are regularly repaid under the revolving fund plan, 
This is simply a method of internal anette We could 
pay out these debts and finance our operations by ex- 
ternal borrowings. we prefer to finance internally. 
Economists have said that the wartime increase in dominion 
public debt is not dangerous because twe owe the money to 
ourselvest. We have applied this sam principle in our 
financing by "borrowing from ourselves’, 

"62. The operations of the associations have benefit- 


ed all farmers throughout the province, whether members 
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of the association a bene bs because their competition has 
forced improvements in Services and a lowering of the 
charges of other companies. 

"63. There are 380 shipping points in Manitoba served 
by elevators, and Manitoba Pool Blevators are represented 
at 183 points. The 180 cooperative elevator associations 
own ell elevators out of 690 in Manitoba, or 30.58 per 
cent. Permanent Storage capacity operated by cooperative 
associations is 33.5 per cent of the total permanent 
Space in Manitoba. In the 1943-44 crop year our associa- 
tions handled 364 per cent of the grain delivered inthe 
province, and at competitive elevator points only the co- 
operative associations received delivery of 55 per cent 
of the grain delivered at those Shipping points. 

"64. Since the inception of the Blevators Company, 
the policy of the organization has been to reduce hand- 
ling costs as experience warranted. During the first six 
years of operations, the Blevators Company handled all 
grain in any quantity for the grower members for a flat 
Service charge of 24 cents per bushel. For the handling 
of grain in lots less than carloads this was a revolu- 
tionary departure from previous grain-handling practices. 

"In the crop years 1932 to 1939 the Elevators Company 
operated on equal tariffs and charges with other compan- 
ies. Generally Speaking during this period grain pro- 
duction in Manitoba was much less in volume than in any 
period before or since. 

"65. Since 1940 the Elevators Company has repeatedly 
recommended reductions in handling charges and storage 
rates in negotiating annual handling agreements with The 
Canadian wheat Board. The record in this connection is 


as follows: 
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-~7040- Mr. Weds Parker 
Handling charge Storage rate per 
Year per bushel bushel per day 
1939-40 4 top grades 459 1/30¢ 


4 Nor. & lower 54 


1940-41 4 top grades 4¢ | 1/45¢ 
4 Nor. & lower 5¢ 


1941~42 (same as 1940- 


1941) 
1942-43 All grades 3g 1/50¢ 
1945-44 All grades 3¢ 1/60g" 


May I point out that the figure 1/30 cents under the 
heading "storage rate per bushel per day" amounts to 
12.2 cents per bushel over a twelve month period, 

MR. E. T. PARKER: Is that the amount actually charg- 
ed? 

THE WITNESS: That was actually charged. Then, may 
I point out that the figure 1/60th of a cent per bushel 
per day works out at 6.1 cents per bushel when carried 
for twelve months. 

"66. All the rate reductions indicated above were 
the direct result of recommendations made to the Canadian 
Wheat Board by the Alberta, Manitoba and Saskatchewan 
Pool Elevators. The reductions in 1942-43 were strenu- 
ously contested by the line elevator companies. They 
also objected to the reduction of the storage rate in 
1945-44, and sent a delegation in protest to the Hon. the 
Minister of Finance at Ottawa. The Ganadian Wheat Board 
adopted the Pool's recommendation, and the three pools 
Signed the agreement.'t 

Perhaps I might go back to the previous page, to give 
Some idea as to what these reductions amount to in doli- 
ars and cents. We will omit the first two years, because 


that was a joint agreement and all companies were quite 
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satisfied to reduce the rate as in 1939-40 to what it was 
in 1940-41 and 1941-42. I will not claim any credit for 
that any more than the other companies may claim credit. 
But in 1942-43 I can say that the pools can take complete 
credit for the reduction to 3 cents, and the reduction 

to 1/50th cents per bushel. There was delivered to the 
wheat board that year 400,000,000 bushels of wheat, and 
the Commission can easily figure up the saving, as well 
as I can. 

In 1943-44 the 3 cents was carried on, and the pools 
recommended and submitted by letter to the Ganadian wheat 
Board in respect of the handling agreement that we would 
donititor 1/60th, which is a reduction of 1.2 cents per 
bushel per year. There was delivered to the board that 
year 275,000,000 bushels of wheat. 

There has been a great deal of fuss made about this 
crown wheat which is owned by the so-call Grown company, 
and is handled under lend-lease, or in some cther fagh- 
ion. The inference has been that on the crown wheat 
some crown company paid the carrying charges and that in 
some way or another the pools have attempted to reduse 
handling charges and leave the Grown Company holding the 
bag. Well, the crown wheat taken over on September 27 
was approximately 300,000,000 bushels. At the end of 
July, 1944 there was about 150,000,000 bushels left in 
that account. The average carry-over for that ten 
months was 225,000,000 bushels of crown wheat. 

{ do not know what the carrying charge should have 
been, but I submit to the Gommission that we reduced 
it from 1/50th to 1/60th, which is 1.2 cents for twelve 
months. So that there were 225,000,000 bushels of 


crown wheat on which we saved the crown carrying charges 
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of 1.2 cents for twelve months. But even for the end of 
the grain year it amounts to 5/6ths of that cost for the 
ten months. Maybe we still charge too much today at 
1/60th, but the point is that the pools have attempted to 
reduce the cost of carrying in store this quantity of 
grain. 

Then, so far as the carrying charges in respect of 
any other wheat is concerned, the farmer pays them. Tt 
is not the Canadian Wheat Board or the Ganadian govern- 
ment. 

I should like the Commission to refer to the report 
of the Canadian Wheat Board, which has been tabled before 
the committee on agriculture. I refer to the report for 
the crop year 1942-43, part of which I should like to 
read into the record. This report Shows that the carry- 
ing charges on wheat stored in country elevators, stor- 
age on wheat stored in terminal elevators, storage on 
wheat stored on farms and transfer of futures to 
deferred months totalled $58,483, 987.39. 

That is in respect of the 1940 crop. This is still 
carried over in the grain year from August 1, 1940. 

This is the crop on which we finally got the payment from 
which all these charges were deducted. 

Then, turning to Exhibit No.6, which is the crop 
account for 1941, from the period August 1, 1941 to 
July 31, 1943, we find that the storage charges paid by 
the Canadian Wheat Board on behalf of the farmers 
amounted to $9,693,365.91. 

Then, Exhibit No.7 in this report of the Canadian 
Wheat Board is for the 1942 crop account, for the year 
ended July 31, 1943, and shows total storage charges 
of $8,159,900.33. 
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That is a grand total of better than $76,000,000 
which was paid on behalf of the farmers for carrying 


their wheat. Out of that there was paid in respect of 


the 1941 crop, paid in the year 1943, the sum of $648,637.37 


to the farmers for wheat Storage in their own farm bins. 
And in respect of the 1940 crop there was paid to farmers 
the sum of $6,147,457.89. 

So that from the $76,000,000 paid by the wheat board 
on behalf of the farmer to all companies, including our- 
selves, we may deduct roughly $6,800,000 paid to the 
farmers, which leaves a net of about $70,000,000 paid 
for carrying grain in storage. 

"67. These reductions in the handling and storage 
charges per bushel, when multiplied by the bushels deliv- 
ered by the producers in the respective crop years, amount 
to an appreciable sum of money which in effect increased 
the revenue of the farmers, and correspondingly decreased 
the revenue of the handling companies. 

"68, For the crop year 1944-45 the three pools 
recommended a Storage rate of 1/60th of a cent per bush- 
el per day, and the other handling companies insisted on 
a storage rate of 1/50th." 

That was when we attempted to get an agreement last 


Summer. 


The wheat board asked for a compromise and the pools 


agreed to a storage rate of 1/55th. On that basis the 
agreement was drawn this year, and provided for a max- 
imum handling charge of 3 cents per bushel." 

I might point out that we filed a letter--the three 
pools--offering to do it again at 3 cents and a carrying 
charge of 1/60th. I should not say that the wheat board 


asked for a compromise; the wheat board were being most 
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improperly embarrassed, and so was the government, by 
having to pass orders in council under the War Measures 
Act to legalize an agreement to which some people would 
not consent. So we offered to split the difference be- 
tween what some companies thought was a fair price, and 
what we thought was a fair price. So the compromise was 
ours; it was not asked for by the wheat board. They 
Simply asked, "Gentlemen, can you reach an agreement? 

"69. In September 1944, when the three pool boards 
pealesse the first draft of their respective financial 
Statements for the crop year 1943-44, and had assessed 
the probable deliveries for the current year, it was 
realized that the handling charge could be further re- 
duced without danger of operating loss. go, in keeping 
with our progressive policy of lowering charges to the 
farmer, we reduced our country handling charges by a 
further 2 cents a bushel on all grains and made corres- 
ponding adjustment payments retroactive to all those pro- 
ducers who had delivered grain to our country elevators 
from August 1 to September 30, 1944," 

There has been a lot of controversy in the last two 
days about the so-called reduction. We Simply raised 
the price on a bushel of wheat to the farmer. TI can sub- 
mit plenty of evidence to show that 3 cents never would 
carry a country elevator. No one can operate a country 
elevator at less than $3,600 a year. fhat would pay 
only about $50 a month to your agent. You would get up 
much closer to $4,000 or $4,500 when you are carrying 
a country elevator to handle roughly 100,000 bushels of 
grain. I would say that 3 cents is simply a nominal 
figure. It does not matter whether it is 5 cents, 6 


cents, or 3 cents, or what it is. It never could 
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finance an elevator, and it is not true to say that it is 
running at less than cost. If that were all the revenue 
the elevators received they would all go broke at 3 cents, 
and would also all go broke at 5 cents. I say that be- 
cause the actual cost of running these things is anywhere 
from 5 cents to 7 cents a bushel, and you have to get 
your revenue from some Source Other than what are known 
as handling charges or street spread at the elevator 
door. 

If you are going to look over the figures you must 
look at them in proper perspective, and relate them to 
the storage earnings which may accrue in respect of 
other merchandising. 

At this point I should like to read into the record 
a circular I sent out under date September 29, 1944, 

This was sent to all Secretaries, and copies were sent to 
all presidents of our 180 local associations. copies 
went to our agents, too. This explains what we did, and 
why we did it -- why we increased the price on a bushel 
of grain by 2 cents a twshel at the country elevator 

door for this year. 

"Manitoba Pool Elevators was organized as a service 
organization, and our motto has been 'Service at Gost'. 

Might I add that those words are printed on every 
elevator we have in the country -- "Service at Gost", 

"Consistent with that principle, your management 
has endeavoured to operate your facilities so as to 
give to the growers the best service possible, and to 
set a service charge on the different grains and grades 
of grain, so that all member patrons pay their equit- 
able share of costs of operation and protection against 


business risks. 
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"Through the years as we gained experience, and the 
farmers gained confidence so that our volume increased, 
the management has progressively reduced street spreads 
and handling charges, and at the end of every year gave 
an accounting to each of the members, allocating and pay- 
ing all surplus overcharge made during the year as a pat- 
ronage dividend. 

"In the crop year 1942-43, our surplus savings 
proved to be much greater than had been anticipated, and 
some members questioned the policy of levying service 
charges which produced greater savings than seemed to be 
necessary to insure sound business. The 1942-43 grain 
year was in many ways abnormal, and it seemed not likely 
that the organization would repeat the experience in 
Succeeding seasons," 

Might I point out that I have twenty-four lacal 
associations in my districts, and so far as possible tT 
try to attend their annual meetings when we give them 
their local balance Sheets each year in the month of 
November. In November, 1943, when I was submitting the 
balance sheets for 1942-43 I had an old gentleman take 
a look at me, and say: "Young fellow, we do not pay you 
money as our director to pile up a great big balance 
Sheet so that you can make a good fellow of yourself 
when you come to our meeting. We are organized for 
Service at cost, and all we ask you to do is to main- 
tain a safe business margin; and you are not making a 
good fellow of yourself by coming out here with 5 cents 
or 6 cents a bushel to offer as a patronage dividend." 
That came from one in the country who elected me, Mr. 


Chairman. 
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"We have just recently had from the auditors the 
balance sheet for the 1943-44 crop year, ended July 31, 
1944, and again it is apparent to us that our savings 
are much greater than could be considered necessary for 
sound business procedure. 

"We have reoently conferred with the boards and 
managements of the other two pools, and they find themselves 
in a very similar position. As a result of that consulta- 
tion, it was agreed that each board and management would 
review its own particular situation, first as regards sav- 
ings of the last two years and secondly, the prospective 
volume of handle for the current crop year, with a view 
to determining if it was safe and advisable to reduce the 
handling charge to the grower." 

It is unfair to say that you look at last year's 
balance sheet and determine the definite revenue of the 

succeeding year. That is all cock-eyed. All you can do 
7 is look at the results of last year in view of known 
| conditions. In September--certainly not in July--in 
September Manitoba is harvesting. Last year we had 
several estimates as to the crop, and we had our own, plus 
those of other companies and other people. We know what 
our percentage normally is, and we can determine within a 
few millions of bushels how much grain we have good reason 
to expect to handle. We knew what was in storage on the 
farms and in public storage, and we had some fair idea of 
the possibilities in the transportation system with 
respect to taking wheat out of Canada. go that we could 
| make a kind of estimate, at least, as to what our stor- 
age earnings might be. It was in the light of what had 
happened under certain conditions the previous year, and 


because we had a fair idea of what was in front of us 
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from September on, for the current year, that we deter- 
mined that we could increase the initial payment to the 
grower and still maintain a safe business rape 

BY MR. ELLIOTT: 

Q. Would you make a statement, Mr. Parker, about 
the uncertainties in respect of crop conditions? You 
know something about what may happen between July and 
September. Ae cInetvhe first place (this: isnot ‘the 
grocery business, noris itthe drygoods business, where you 
may take an inventory and know what you have got. You do 
not know what the condition is going to be. You cannot 
determine accurately what your storage will be, from July; 
it is only an estimate. You have not got all information 
with respect to country elevators, and you do not know 
what your grade loss or averages may be. You may have 
a substantial grade tiede -- you do not know. 

You are not sure about it in September, but you are 
a little more sure at that time of the year than you are 
in July. In July we do not know what the crop will be. 
We have seen crops almost ready to cut, and then have 
them simply weshed out of the picture. Those are the 
many risks with which you are familiar, having lived in 
western Canada. 

Q. I just wanted to have that on the record. 

A. Incidentally, that meeting of the Board of Grain 
Commissioners in July of that year was about a month 
earlier than usual. I challenge anyone to estimate in 
July what his potential earnings will be in the succeed- 
ing year in the grain business of western Canada. You 
can determine more accurately in September, but again 

it is an estimate. And I submit our estimates will pro- 


vide us with a fair and safe business margin. 
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*Tt has now been decided by the Saskatchewan Pool 
and ourselves that for the present year, starting Monday 
October 2nd, wheat, oats, barley, rye and flax shall bs 
bought in the country at a reduced handling cost of 
2 cents per bushel. 

"This eats handling agreement with the Canadian 
Wheat Board authorizes a maximum service charge to eleva- 
tor and handling companies of 3 cents a bushel, and it is 
our intention now, for this year, that we shall handle 
wheat for 1 cent a bushel. An adjustment of 2 cents per 
bushel will be made as soon as possible on all grain 
delivered since August 1, 1944. 

"Tl know our member growers will appreciate the fact 
that this lessening of our handling charge will mean more 
money when you deliver your grain, and automatically it 
means much less money in patronage dividends at the year 
end. 

tT would like to assure our members that your board 
and management consider this a sufficiently safe opera- 
ting margin for the current year. I hope you will under- 
stand that this is a condition that must be reviewed 
every year and that the excessively low handling charge 
is only possible because of the memberst loyalty and the 
volume of grain that is being delivered to this organi- 
zation. 

*In another year when the volume of grain would be 
much less and marketing conditions are different, the 
handling margin will aoe esaeuty have to be increased 
again to maintain a sound business operation." 

I submit it is only for one year. Jt may be 5 cents 


next year, for all I know. 
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The Saskatchewan Pool are adopting the same action 
as Manitoba Pool Elevators, and the Alberta Pool still 
has the matter under consideration. 

"May I emphasize again that it is only through the 
continued loyalty of the members and the large volume of 
grain which you are putting through your own facilities, 
that your organization has been able to offer an unpre- 
cedented low handling charge for grain." 

That last paragraph is propaganda, Mr. Chairman. 
Then, the brief continues: 

"70, Manitoba Pool Blevators pioneered in intro- 


ducing and installing modern cleaning equipment. ‘phe 


gross bushels delivered to the Pool Elevators Company since 


1925 was 307,955,452, of which total 99,374,463 bushels 
were cleaned. In some instances cleaning the farmer's 
grain made a grade gain for him. From the grain that was 
cleaned 336,591,114 pounds of screenings were taken out. 
Much of this was returmed to the farmers for feed, and 
some of it was sold and brought additional revenue that 
way. Had this grain not been cleaned the freight costs 
for shipping the screenings to Fort William, estimated on 
the average freight rate of 17 cents per 100 pounds, 
would have amounted to $572,204.89. The members of the 
associations feel that their cleaning machinery has been 
of inestimable value to the producers." 

This organization pioneered in very expensive modern 
cleaning machinery in country elevators. 

"71, Besides these direct and indirect economic 
advantages, the Elevators Company provides additional 
services to its members. A central library in Winnipeg 
with nearly five thousand volumes is available to any 


person living in Manitoba outside the urban areas, 
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which have public libraries. The Elevators Company pays 
the postage both ways on the books. We have some thirty- 
one boxes, each with about twenty-five books of good 
fiction literature, which we circulate among our associa- 
tions. In addition, many of our associations have 
established shelf reference libraries in the elevator 
offices for the benefit of their members. 

"92. We have 180 local boards, each of seven direct- 
ors, meeting fairly regularly ‘yvonenouLethe year. Be- 
sides doing the business of their associations, they con- 
stitute study groups which study all matters of community , 
provincial and even wider interests. of recent years a 
great deal of study has been given to soil conservation, 
which is fundamental in any agricultural country. The 
Elevators Company joins with the United Grain Growers and 
the Ganada Malting Company in rendering assistance to 
the junior seed growers' clubs organized under the pro- 
vincial department of agriculture. In addition we had 
organized up to last year some twenty-eight crop improve- 
ment clubs with a membership of 417. These club members 
have obtained new varieties from the Dominion rust re- 
search laboratory at the Manitoba university. These 
clubs have propagated and distributed seed particularly 
suited to conditions in their own communities. In this 
manner the standard of grain production in many commu- 
nities has been substantially improved. 

"73, A great deal of study has been given by our 
association boards to community planning relating to post 
war projects, and for two years we have been servicing 
one of the National Film Board circuits in this province. 
Further information in respect to the educational activi- 


ties of this organization may be found in the directors’ 
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report for the year ending 3lst July, 1944. 

"74, Much study has also been given by our local 
associations to the matter of better health services and 
hospital facilities for dwellers in the rural areas of 
Manitoba. Our association boards have been in the fore- 
frong in the organizing of units of the Manitoba hospital 
service association. 

"75, It is our contention that the associations and 
their trustee, Manitoba Pool Elevators, are service 
organizations owned and operated by the farmers, for the 
farmers, and in the interests of the farmers. Their sole 
and only purpose of existence is the betterment of the 
Social and economic life of rural Manitoba." 

I should like to elaborate one other thing, referring 
to the last two paragraphs which deal with social service 
organizations. They want service at cost; they do not 
want a surplus out of it. They want just a straight, 
sound business proposition, and that is all. 

T am sorry that when the Commission was in western 
Canada it could not have found it convenient to hold meet- 
ings, not in Calgary, Winnipeg and Regina, but in some of 
the smaller towns and rural areas which constitute these 
organizations. I think in the last two days you have 
received a distorted view of what these pools mean, be- 
cause they have been described as being collosal in size. 
I am speaking of the other two, of course; ours is only 
a tadpole in the puddle. 

But may I point out that even that $1,900,000 of 
last year belongs to 21,000 farmers. That is not $100 
each, on an average. Some of them get perhaps a dollar, 
or $1.50. Then, some, of course, get $400 or $500, 


depending of course on the volume. But I suggest that 
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the Commission should get the perspective. It is the 
individual farmer in the local community who is organiz- 
ing cooperatively, and doing what the great liberal 

free press of this country is telling us to do, namely 
to produce efficiently so that we can export out of a 
protected market into an unprotected market. We are 
attempting to do that. We are also attempting to do a 
lot of other things which probably will never be done. 
But if you get only what you got in Calgary, Regina, 
Winnipeg and Ottawa, without thinking of those outside 
farmers, then I say you have . got a wrong impression of 
the whole set-up of this pool organization. 

I should haveliked you to see some of the homes in which 
those people live, and see the kind of plumbing that they 
have not got, and the coal oil lamps the kiddies read by, 
and the schools they attend. 

That is the argument, and with those words I would 
close what I have to say, leaving them for your considera- 


tion. 
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THE CHAIRMAN: Mr. Scarth? 

MR. SCARTH: I reserve the right to ask a few 
questions at the end, Mr. Chairman. 

May BY Te PARKER? tT think perhaps Mr. Fillmore had 
better proceed first. 

BY MR. FILLMORE: 

Q. As the statutes have been referred to previously, I 
will draw your attention to Part VII of the Manitoba 
Companies Act, that is the part that deals with co-operative 
associations. Limited liability is provided by section 1352 
(2); and sections 123 and 124 provide that Part II of the 
Companies Act applies--that is the part that sets. out how 
an ordinary joint stock company may be run--mainly to 
indicate that the local association is a body corporate 
"and politic. Then under section 1239 (3), I think it is, 
all the reserves may be retained if the by-laws of the 
association so provide. Now, Mr. Parker, have you a 
sample of the typical by-laws of the local associations? 

A. I think they have all been filed with the Commission. 

Q. I have not got access to them, and I would like to 
know whether they provide that the directors may retain any 
portion of the surplus. That can be looked up in the 
meantime. 

MR. E. T. PARKER: A copy of the by-laws of one of 
the associations is attached to the brief. 

THE WITNESS: It is only attached to the copies that 
the Commission have. 

MR. SCARTH: I will furnish a copy to you, Mr. 
Fillmore. 

BY MR. FILLMORE: 


Q. Were you a director of the old Manitoba Pool, 
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Mr. Parker? AS. Yes 

Q. The Manitoba Pool was the one that formerly 
conducted the grain business or conducted the pools, as 
they were called? A. As a selling agency only. ! 

Q. It did business with the central selling agency, 
the same as the other pools? A. oe 

Q. Did it have contracts with the growers? A. Yes. 

Q. Did they provide for deduction of commercial and 
elevator reserves? Aso YSS 

Q. Did they also provide that the pocl would account 
to the grower on the basis of quantity and grade of 
particular grain for the season? A. Yes, 

Q. Did it make initial payments, interim payments, 
and then a final payment? A. When it had the money. 

Q. Did it issue participation certificates? A. Yes. 

Q. And it made provision along those lines, I take 
Ee? . 4a) Yess 

Q. The Manitoba Pool, as a result of losses in 1929, 
I believe, went into bankruptcy, did it not? A. It was 
forced into bankruptcy, but not in 1929. 

MR. SCARTH: 1932. 

BY MR. FILLMORE: 

Q. It went into bankruptcy in 1932 as a result of 
over-payments in 1929 or 19350? A. ‘That is)right. 

MR. SCARTH: 1930. 

BY MR, FILLMORE: 

Q. It does not matter about the year. Did it at 
the time it went into bankruptcy owe to farmers for 
elevator and commercial reserves approximately 
$3,000,000? A. That is right. 


Q. And it also owed the provincial Government about 
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$3,400,000? A. That is right, 

Q. The reorgsnization is shown in the Statutes of 
Manitoba, 1932, Chapter 52, I believe. Mr. Scarth can 
check thet. Now, Mr. Parker, I do not find any provision 
made for paying back the farmers who had contributed to 
thet amount of $6,400,000, or, let us say, first, thet 
amount of approximately $3,000,000. What provision was 


made for paying back the farmers who hsd contributed 


approximately $3,000,000 in commercisl and elevator reserves? 


&. Whet provision is usually made when you go into bank- 
ruptcy? 

Qe I did not think the directors of the pool would 
then be taking the hard-boiled attitude of ordinary 
business men. I thought you were probsbly just as kind- 
hearted then and as solicitous for the farmers as you are 
now. Have you mellowed since then? Ae No. Let us 
be realistic. 

Q. However, no provision was made for paying back 
the farmers who lost their money then? 

MR. SCARTH: If the directors hed had the kindest 
dispositions in the world, I do not think they could have 
done that. 

BY MR. FILLMORE: 

Q. Manitoba Pool Elevators Limited was then owned by 
the Manitoba Pool, was it not? A. No. 

Q@. The shares of Menitoba Pool Elevators Limited? 
A. No. 

Qe Some of the shares? A. The Manitoba Pool 
advanced the money. 

Q. Put it whichever way you want. The reserves 


were invested in Manitoba Pool Elevators Limited? 
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The elevator and commercial reserves had been invested by 
the Manitoba Pool in Manitoba Pool Elevators Limited? 

MR. SCARTH: Wheat do you mean by “invested"? 

MR. FILLMORE: Loans or sheres,. 

THE WITNESS: They were loaned by the pool to the 
local associations. 

BY MR. FILLMORE: 

Q. And when the bankruptcy was over, Manitoba Pool 
Elevators Limited had the assets, but they did not owe 
those liabilities? Thet wes the situation, was it not? 
A. Manitoba Pool Elevators, did you say? 

Q. Yes. A. The local associations still owed the 
unpaid pert of their liabilities, but to whom? Is that 
your question? 

Q. Put it this way: the locals owned the country 
elevators and Manitoba Pool Elevators continued to own 
the terminal elevators? A. Didn't have any terminals 
then. 

Qe In 1931 had no terminal elevators? pM une pte: Ae ght 
not. 

Q. However, the country elevators in which the local 
associations were interested had been purchased or partly 
purchased through elevator and commercial reserves? 

A. That is correct. 

Q. And after the bankruptcy was: over the assets 
remained as before, but there was no one who owed 
$3,000,000 to the farmers for those elevetor and commercial 
reserves? A. So the Bankruptcy Court decided. It 
was covered by legislation later. 

MR. E. T. PARKER: IT do not know what that means. 


Wheat did the Bankruptcy Court decide? That does not 
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make sense to me, 

MR. FILLMORE: Of course the Bankruptcy Court does 
not decide anything. 

MR. E. T. PARKER: He says it did. 

MR. SCARTH: It is putting a witness in a rather 
difficult position to ask him about the most complicated 
thing in the world. Mr. Fillmore is now asking the 
witness to decide what may have been the liability of 
another company for the debts of the bankrupt company. 

THE CHAIRMAN: It would be a moral obligation rather 
then 2 legsl one. 

MR. FILLMORE: I was referring to the moral obliga- 
tion, in view of the interest that Mr. Parker takes in the 
farming community. His interest goes far beyond any hard- 
boiled business attitude, but apparently it did not in 
Bel» 

BY MR. FILLMORE: 

Q. Manitoba Pool Elevators Limited was incorporated-- 
Metin a ks in your) brief--in\ decd, chapter 123 of ‘the 
provincial statutes. It is a limited liability company, 
under section 11; management by directors is provided under 
section 6; and it is a body corporate, under section 1. It 
is given very extensive powers. I would point out that it 
has power to do business af all Kinds; you can find power 
to do almost anything, except that there does not appear to 
be any right to pay taxes. After 1931 did Manitoba Pool 
Elevators Limited acquire any terminal elevators? A. Yes. 

Q. What terminal elevators did it acquire? A. We 
have acquired three, commonly called Pool 1, 2 and 3. 

Q. Where are they located? A. Fort William and 


Port Arthur. 
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Q.- Whet did they cost? Ae tL) Ohink Lo is) stated 4an 
the brief. I have forgotten. 

Q. iI think the emount of the mortgage is in the brief, 
but I doubt if the amount of the purchace price is there. 
You have $1,346,000--is that correct? A. Thet is the 
total. 

Q. They have now been paid for? f. They have been 
padd ‘for .in-full; yes. 

Q. and paid for out of earnings of Menitobs Pool 
Elevators Limited? foe NO. 

Q- Does Manitoba Pool Elevators Limited operate those 
elevators? be Ves’. 

Q- Has it operated them? <A. Yes. 

Q. And it has title to them? &- Held in trust as 
agent for the locels, 

Q.- Where do you find thet trust agreement? As "The 
trust agreement is set up in the incorporation. 

Q. Can you point to a trust agreement and to any 
peragraph in any trust agreement? Ae Vel Chior Pie: in 
the four-party agreement. 

MR, SCaRTH: In the four-party agreement. 

MR, FILLMORE: In whet paragreph? 

MR. SCARTH: It is quoted right in the brief. 

THE WITNESS: Pege 4! section 12. 

BY MR, FILLMORE: 

Q. This provides: "It is understood end agreed... 
that the Elevators Company is an operating company only 
and is acting as agent and trustee for the various parties 
hereto," But where does it provide that the terminal 
elevators which might be acquired by the company might 
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not get the question. 

Q. I will put it this way: is there anything. further 
in writing dealing with the ownership of the terminal 
elevators? Do you know of anything else? 

MR. SCARTH: There are two more clauses, The first 
is that they shall supply terminal facilities for the 
locals, and then that the locels shall contribute and pay 
the cost, which they have elways done. They have paid 
aij the cost. 

BY MR. FILLMORE: 

Q. Have those terminal elevators been operated in 
the sa€me manner as other companies operate their terminal 
elevators? &. Mr. Fillmore, I do not know how other 
companies operate their terminals, 

Q. Do you know how the terminal elevators are 
operated? ~,I know how ours are operated. 

Q@.- You do not know how the others ore? Ay No; 

Q@- Do you take any grain from other parties as well 
as from your own country elevators? A. Sometimes, 

Q. Do you pay diversion premiums? A. Yes. 

Q. Get diversion premiums? A. Yes. 

Q.- And do any mixing? &. Well, now, what do you 
think? 

Q. We heard yesterday something to the effect that 
a lot of money can be made out of mixing different grades. 
I was wondering if you did any of that. Have you made 
money by thet means in your terminal elevators? I would 
hope so. 

THE CHAIRMAN : The answer, therefore, is Yes. 

BY MR. FILLMORE: 


Q. You derive revenue from storage charges? A. Yes. 


mt) 


Uti eat: hy ae 
ae ‘ 


’ - pet i! 
o. SA aut Pik ihe ee 


| yao teadon tie 
Hers aathune oteny, ez RA aud alas tt. azhy | ieee 


. 
i 


Ne Urea So very 4 qteizacine gat de ih arti retels Bhan we 


» 
< 
ig 


al ; " ae. 2 ae Pere 
gee: ‘ar Latyftis nO weet Hoy oY TETOIA ved 


ee es ge ag “ia 
e is . ee > ’ sy oat - : <a geee 7 7 
Gu eet or i ’ on a abi! a . + sag OFA ows OTs SF tea fe: sess pi 7 . 
me AE ae Xt Fe ; 
\ a i es ie 


sad eret seri it ina: Jiegteve? vi yeahs oe floret pe vot yy + niga ab 
m aa eas sak oe a? f , 


Divi tee ye: et Sey ee ay Sege ay 
‘ a — Sia oA) “a Fw, rt “¢ . ¥ 4 - 7 Samy? Re aes 
ve a oe eh bec pie : aa * P » ine i a eS 
we bed wo Me PALL YD N Sere ny, Vine Lees . pili oe baad NET Ors r 
' é x Rtn <2 


hey aved“Gaht’ .Smot eyewge etad vests ahora? ra0d tld. | 


vil ce any ee ee To the FP 


i “© oe 
Ra = 
j 
i " “ f , or 7 i ry 
4 ms i PAS? 3 i y <% f 3 ai x Le 4 
: ‘ 
A - es j ‘ . 
‘ * : a. 
v oe 4 } if i bie 
. 
§ 
} 
‘ 2 = 
i F . | J { “ 
d 4 4 hs 
r 
| i 
ay | ~w a 2 we 3 
34 ' 
® Figs fee a ms a ine pea” 
a 
Ls j ff . } ‘ i oa 7 na Le , ; 
: Ars e eth -. Tm os i . is PON Se 
; res : .) Py ek 
ke ‘ . “ew + \ “ : ¢ 
: ‘ 5 wil 5 i mt 


} 
a 


a a 
* 
- 
, 
~ 
ier 
> 
* 


. 
? 
2 \ 4 
-§ 
. zy 
i 
Sah 
% We 
o 
" 
Ss * 
. vy. f i ‘ 
1 oh 
we 
ve oe 
' 
| 
‘ 
ON 
— oe 
4 r 
Ht) 
. 
ft 


: ) a | 
i aot . ey Au ae np fate ae 1 ae 


| 


C-8 
BL 


LITE Tn Mr. W.J. Parker 


Q. Elevation? A. Yes. 

Qo.) Cleaning? Ae. X88, 

Q. And out of all thet you have some revenue, I 
take it? It has been a profitable business? A. Just 
a minute. That was part of the marketing machinery and 
business thet we did for the member in TS in the 
country. 

Q. No matter who has made the money, the operations 
heave been successful? Let us put it this way:no matter 
for whose benefit they have been successful? ALi) YOB.s 

Q. You have a fourth terminel Vesaed from the Alberte 
POOL? Ae No, 

Q. What is your arrangement with the alberta Pool? 
In order to shorten it, I will read from your directors! 
report for 1944, & You do not need to read it. We 
are very glad to file with the Commission the operating 
agreement between the alberta Pool end ourselves, showing 
how we share the operations. Briefly, the Alberta Pool 
hes designated Manitoba Pool Elevators aes their agent and 
manager of their terminal, and we do the complete operation 
as agent for the Alberta Pool identically as we do it as 
agent for our locals in the country. And after providing 
for the opereting expenses and the annual depreciation and 
interest, all moneys left over are rebated back to our 
local associations and to the Alberta Pool, on a bushel 
basis in proportion to what each one delivers in regard to 
the whole. 

Q. In the year ending July 31, 1944, I believe your 
totel receipts were nearly 60,000,000 bushels? A dived 
cannot verify thet figure, because I have not got the 


records here, 
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, aperthat 1s ineyournpenmuabireport?..) Ag yeLiyLt-issin 
‘the annual report, it is correct, but I cannot verify the 
figure if I have not got the records here. 

Q. The report states the division of total receipts 
was as follows: Manitoba, 28,588,777 bushels; Alberta, 
25,785,927 bushels, and 3,609,056 bushels were received 
from other sources. A.) Thets is probably correct. 

Qe And in addition to those receipts you diverted 
to other terminals,mills, malting companies, etc., 
1,074,305 bushels of Manitoba and Alberta grain, on which 
certain revenues were received? A. Which figures 
indicate that we did an awfully good job in moving Canada's 
wheat crop from a congested market. 

Q. You probably did a better job than any other 
companies? A. You could verify that through the Canadian 
Wheat Board. 

Q@. You told us that you did not know how the other 
terminals do their business, so they may have done a better 
job than you did. A “good job" is only a relative tern. 
Perhaps the job you did was not as good as the job that 
somebody else did? A. Maybe not. 

Q. The annual report states that the division of 
net earnings between Alberta Wheat Pool and Manitoba 
Pool Elevators resulted in Alberta receiving $379,344.27 
and Manitoba $455,093.26. If that is not correet you 
can let me know, After 1931 and after the agreement with 
all the local associations that are referred to in the 
1932 statutes went into effect, I believe Mani tobe Pool 
Elevators Limited operated country elevators? I know 
you say you operated them on behalf of the localis--I am 


not going into thet part of it--but the local elevators 
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were operated in the name of Manitoba Pool Elevators Limited, 
were they not? &, Yes, that is correct. 

Q. You did all the bookkeeping, put in the agents, 
managed all the country elevators for all the local 
associations? &. It is not quite true to say we put 
in the agents. The locals engage their own agents. 

Q» You continued, I believe, a small voluntary pool 
up til 1g35? &, I think so, for oné or two years, I 
have forgotten. 

Q. Just to give the Commission - ides of the amount 
of grain handled in the voluntary pool, I suggest that your 
annual reports show that in 1931 and 1932 the total wheat 
handled by Manitoba Pool Elevators wag 7,986,000 bushels, 
and the amount of grain in the gotta oe pool was 110,000 
bushels; and that in 1932-33 you handled 12,538,000 
bushels of wheat, and the emount of wheat in the voluntary 
pool was 616,000 bushels, and so on, in about that propor- 
tion. I am instructed that that is what your reports 
show. If that is not correct, I can be corrected later on. 
I will not stop to ask you to verify the figures now. That 
voluntary pool, I believe, was discontinued in 1935? A. T 
think that is correct, 

Q.- Was that pool operated along thé lines of the 
contract pool which had been operated prior to 1930? 

&. Well, it was operated without a contract, but other- 
wise about the same. 

Q. Without a contract? Ra ne arn eh, 

Q. But otherwise about the same? A. About the 
same, It was only a driblet, 

BY THE CHAIRMAN: 


Q. That is, the contract had been completely 
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abrogated? 4. So far as the pooling and the marketing is 
concerned, but not in respect to the elevator contract. 
There were two separate organizations end two separate 
contrects. 

BY MR. FILLMORE: 

Q. Was not the original pooling agreement with the 
Manitoba Pool? Lie Yes. 

Q. Between the pool and the growers? fies) WSS s 

Q. Then the grain was merketed through the central 
selling agency along with the wheat of the other pools? 

Bm, Yes, (that is) .wieant. 

Q. And after 1931 it was no longer marketed that 
wey? Act Thetuis correct. 

Q. The elevator company started operating the country 
elevators pursuant to the agreement in the 1932 statutes? 
A. We were operating the country elevators identically 
the same then as we were before. There were two contracts, 
two separate contracts, as I heave explained, the pooling 
contract and the elevator contract. 

Q. Have you got an elevator contract? pS ke 

Q. Is that along the same lines as shown in the 
statute? 

MR. SCsARTH: i do.not, think, so. I think the locals 
made their own contracts with the growers. 

BY MR. FILLMORE: 

Q@. in 2931..did each locel essociation have a contract 
with Manitobs Pool Elevators Limited? Did each have 24 
contract prior to the one set out in the 1932 statutes? 

I am referring to the contracts for marketing of grain. 
&. The individual grower did not have any contract with 


the elevator in respect to marketing; it was merely in 
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respect to handling. 
BY THE CHAIRMAN: 

Q. He was not under eny obligation to deliver his 
entire crop? &. He was not under any obligation to 
deliver. He was under an obligation to deliver if he 
Signed a contract, of course. 

Q- But he may have been a member of the pool and 
not of the pool elevator? One was a straight 
Selling agency? ie Yes. 

BY MR. FILLMORE: 

Qe As I understand, your arrangements with the locals 
ere Set out in the contracts thet ere referred to in your 
Orie? is “Yes. 

Qe So, from and after 1931 you operated country 
elevators pursuant to the terms of those agreements? 
ae 1 ES), 

Q. And you issued the statutory form of grain 
ticket, I believe? A, That is right, 

Q. In the name of Manitoba Pool Elevators Limited? 
ioe Yos. 

Q@. And you paid the current price to members and 
non-members alike? Re “YES, 

Qe And you did not issue anything in the nature of 
a participation certificate to a man when he delivered 
his grain? Ae! INOS 

Q. So far as the manner and method of operation 
was concerned, you were operating the same as any other 
line elevator company? Ler er reid v0, 

Q- Were the prices broadcast to the country agents 

seach day? "AY Yes( ° 


Q. Did the country agents report to your Winnipeg 
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office the amount of grain purchased from day to day? 
AL “Yes, 

Q.- Did you hedge the. rain from time to time? 
A. Yes; not necessarily all of it. 

Q. But to the extent you considered to be good 
business? &. To the extent that the banks required it. 

On Large quantities of that grain were purchased on 
cash tickets? &. Well, I do not know what you mean by 
large quantities. 

Q. After 1935 was not a great proportion, over 90 
per cent, bought on cash purchase tickets? A. Not 
necessarily. 

Q. We have had other estimates here. What is your 
estimate? A. I cannot estimate. It may have been on 
cash ticket, it may have been on storage ticket, it may 
have wee on consignment--I do not know what percentage 
of each. 

Q. You do not know whether it was 50, 75 or 90 
per cent? Would it be below 50 per cent? A, TL worid 
not have the faintest idea. It would all depend on 
what the grower wanted, "2". The Canada Grain Act provides 
Severel ways of taking settlement for your grain. He 
elected to take whatever he wanted. 

Q. Was there much consigned grain after 1935? 

A. There has always been a lot of consigned grain in 
Manitoba, 

Q. Were not those car-lot shipments a small pro- 
portion of the total grain delivered in any one country 
elevator? A. No, 

Qe After 1935 was not the amount of consigned grain 


on the whole much less than the amount of grain bought 
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on the cash purchase ticket? fie Yes, on the whole. 

Q. You bought some grain and you acted as agents, 
commercial agents, for consigned grain, I take it? 
He. Theat isi truex 

Qe «And made the fixed cherges for that business, 
did you not? Aw) Theat iis were, 

Qe As regards the grain purchesed,I think you used 
the expression that you merchandized the grein, meaning 
that you sold it through the usual channels? A, ree ig 
think thet is correct. 

Q- In connection with the purchase or handling of 
grein of the members of locel associations, can you tell 
me if there was any obligation on the part of the local 
association to account to the member, to do anything for 
the member in respect to the grain purchased? A. Well, 
in the first place the grain is not purchased. 

Qe We will not argue about that; that is a matter 
of law. You issued cash purchase tickets? 

MR. SCARTH: Perhaps Mr. Parker would like to state 
the facts. He is not arguing the law. 

MR. FILLMORE: He is arguing the law when he says 
the grain was not purchased. 

MR. SCsRTH: You asked him to make a conclusion of 
law when you asked him whether anything was done in 
respect to the grein purchased, 

BY MR. FILLMORE: 

Q. When grain came to a country elevator end the 
farmer wanted to get money for it, you gave him a cash 
purchase ticket? ne heads 

Q. At the day's price? sdb What do you mean by 


the day's price? 
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Q. The current market price, or the price as sent 

out to the agents. 
BY THE CHAIRMAN: 

Q. What use did he meke of that cash ticket? 
A. It is exactly. the same thing as a chequejr sire, 

Q» He might cash it at onee? A. Yes, sir. 

Q.- It is just a convenient way of paying cash? 
As, Yes, You cannot give agents thousands of dollers 
am ceshi 

BY MR. FILLMORE: 

Q.» Then the grain wes put in the elevator? A. Yes, 

Qe The identity of the grain was lost? A, Absolutely. 

Q- I just want to get the facts; we will not argue 
about whether there was a purchase or not, Can you tell 
ine whether since 1931 any local association had an agree- 
ment in writing with any member or members obliging the 
loceél association to pay to the member the proceeds from 
the same of the member's grain on the basis of quantity 
and quality? A. &8 IT recall it, that is provided in 
the compulsory handling contracts that were Signed by the 
Original members prior to 1931. The only ‘partitof shat 
contract that hes ever been abrogated was the compulsory 
delivery section. In spirit the rest still remains in 
effect to this day. Since that time we have teken in 
a lot of new members who have not signed anything except 
an application for membership. 

Q. Does the old contreet carry over in fact or only . 
in spirit? A. It carries over in fact, 

Q. The grower's contract, the original grower's 
contract, was that with the Manitoba Pool or was it with 


the Menitobe Pool Elevators Limited? A. There were two 
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contracts, Mr. Fillmore, One wes with the Manitoba Pool, 
in respect to marketing. & member might be a pool member, 
but not necessarily a pool elevator member. If he was a 


pool elevator member, then he had another contract, between 


himself and his local association, There were two contracts, 


distinctly separate contracts. 

Q. You sey there were two types of contracts. One 
was between the grower and the local association? A. That 
16 TiGnG. 

MR. E. T. PARKER: Pardon me, that is the one that is 
attached to the brief? 

THE WITNESS: Yes, that is the one, 

BY MR, FILLMORE: 

Q.- Was there any contract in force between the 
grower and Manitoba Pool Elevators Limited? Ay No, 

Q. And is there any contract now in'force directly - 
between the grower and Manitoba Pool Elevators Limited? 

Ae No, 

Q. Is there now any contract in force between any 
grower or growers and any local association whereby the 
local association is obligated to pay to such member the 
proceeds: fromthe sale of his grain on the basis of 
quantity and quality in that season? fo, It is not 
necessary to have a contract in order to establish the 
obligation, because the by-laws and the operating agree- 
ment of the association provide how the affairs shall be 
carried on. &t the annual meeting, with the balance 
Sheet before them, the members decide, and then it is taken 
out of the hands of either the provincial board or the’ 
local board. 


“on We will put it this way, that the legal relations 
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between any member and the local association are found in 
the constitution and by-laws and statutes? A, Yes. 

Q.- And written agreements? A, Plus the obliga- 
tion from the individual to become a member of the 
association, accepted formally by the Board of Directors. 

Q. Have you got a formal obligation here? A. I 
do not know, Mr. Fillmore, but I think it is attached 
also. 

THE CHAIRMAN: No. 

THE WITNESS: Then it is attached to the briefs filed 
by the locals in Winnipeg. 

BY MR. FILLMORE: 

Q- As I take it, the contractual relations between 
& grower and a local association must be found in the 
application for membership, the by-laws, the charter of 
the local association and the laws and statutes of the 
province? A.» .I think thet is correct. 

MR. SCARTH: That is quite a lot to ask a witness, 
Mr. Fillmore is asking him whether these documents 
contain all the agreements between the growers and the 
company, or whether there may be a hundred and one other 
things, such as course of conduct or something like that, 
that might bind the company. He is asking 4 man, who 
hes no knowledge of this, to state whether these documents 
constitute the contract, whether the writings are the 
only things you may look to. I think thet is esking 
rather a lot, and I object to it accordingly. 

THE CHAIRMAN: You might ask if there is anything 
outside of those contracts, 

BY-MR. FILLMORE: 


Q. Is there anything in writing between the member 
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and the local association in addition to the application 
for membership, the charter and by-laws of the local 
association, and the statutes of Manitoba? A, And the 
operating agreement of the association. 

Q. That is between the association, the local 
and the Menitoba Pool Elevators Limited? They ere the 
agreements referred to in your brief? Ay Yes, 

Q. With regard to the indorporeting Act of the 
company, you point out that there have been amendments 
whereby the word "Limited" has been dropped, and another 
one to the effect that the shere capital is cancelled 
and the paid-up capital of the company constitutes a 
membership fund. Is that paid-up capital still in 
possession of the company under the name of a membership 
fund? A. I think it is so recorded in the lest balance 
sheet. 

Q. Was that change in terminology desigted to efford 
eny protection in the event of income or excess profits 
taxes being levied? A. No. That wes the only way we 
knew in which to set up a company at that time, We were 
just providing the very minimun. It was never consi- 
dered by the membership other than a piece of legal 
machinery to get the thing set up, and it was their 
request to set it up that way in place of the capital 
stock ownership. 

Q. But that legal machinery, while © matter of 
great convenience, also protects the members from any 
legal liability in case the legal machinery got into 
trouble? A. It may have, 

Q. They got that advantage out of it? 


MR. SCARTH: Do you suggest it is wrong, 
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Mr. Fillmore? 
BY MR. FILLMORE: 

Q- You also said that the associations have always 
continued to account in every year to their members for 
savings arising out of transactions on behalf of members 
end have allocated and credited the savings to them, By 
"members" do you mean associations or do you mean 
individuals? A. That refers to the associations! 
credit to the individual members, 

Q. By accounting, you do not mean that you heve paid 
over the money, of course, but that you have only allocated 
everything in one year or another? be, YOS, you must 
first make the allocation. 

Q.- On what basis have you made the allocations? 

Has it been on a bushel basis? &. Bushel basis. 

Q- Let us get that clear, Do you allocste to 
associations? A. Allocate first to associations, in the 
head office books. 

Q. It is allocated to associations on a bushel 
basis? Axvuelnes is correct. 

Q. That is, you would credit the Clearwater, we will 
Say, with so many bushels of wheat, so many bushels of 
coarse grains? A. Whatever it may be, 

Q. Without regard to grade? A, Gomesee: 

Q. Then in your books do you make any further 
allocation than to the association? A. We keep the 
books for the locals. That is provided for, 

Q. So that the only allocation made by the Elevator 
Company is on a bushel basis to each association, is thet 
correct? 4& That is the first step in the procedure. 


There is a final allocation to the individual. 
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Q. eee allocation is by the local''to te 
member? A, Correct. | had a 

Q. But in making that ellocetich do you simply 
Bive credit for so aeny bushels of meee. oats or rye, as 
the case may be? ae Les 

2. Do you credit them with the total shipment? 

i» No. We carry a grower's ledger, Byery buster? is 
recorded, 4 { | 

Q. nveiy bushel?, Ay’, Yes. . 

Q. That is the final basis of allocation? ine 108. 

Q. It may be thet where there has been & poor crop 
in some districts certain elevators may MEPS eae on 
business at a loss? A. Quite correct, 

Q. Qthers may have made money, but the allocation is 
Still made on the same basis to 611 local associations? 
&. Just what are you getting at? Just a minute cE BN EY He 8 
get the meaning of your question, | 

a The credits which they get are based ‘on the total 
number of bushels shipped in? aye What peedits are you 
meterringe tog | 

ahs Tram talking about the credits which you mention 
at the Fon. te page) invyour-orier . You say, "the 
associations have always continued to account every year 
to their members for any savings arising out of transac- 
tions on behalf of the members, and have allocated ana 
credited the savings to thea I only want to know what 
is meant by that statement, As I uhderstand it, you are 
talking about allocating and crediting savings to Local 
associations. First tell me how you make the allocations 
to the associations? A.” Well, that is rather an 


involved story, Mr. Fillmore. It will take us through 
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éll our involved set-up. I do not know whether you want 
it all or not. JI will go this far, to meke it very brief. 
The handling charge, the service charge collected at the 
elevator, stays in the local association. Any grade 

gains or losses, overages or shortages, are credited or 
debited at the local association. Any storage earning 
made by an association is a direct credit and belongs to 
it. 

Q. The credits to the locals ere in dollars end 
cents, is that so? iy Yes. 

Q. &re there any credits given to them on a bushel 
basis? A. From the head office, from the joint Operations, 
yes. 

Q- Does the head office give the locals any credit 
on a bushel basis? Ay (Yes. 

BY THE CHAIRMAN: 

Q. Do I understand the allocations to the individual 
members are also made from your head office? Ae Virie 
bookkeeping is ell done in the head office. 

Q.- Not only do you allocate to the local essociations, 
but you then reallocate from the associations to the 
individual members? th. YOs, 

BY MR. ARNASON: 

Qe Is that allocation to individual members subject 
to the approval of the directors of the local association? 
A. No. The allocation is automatic. F mean, 1b 1s 4 
metter of custom, it is automatic, except for a nominal 
amount; everything else is automatic in this allocation. 

If you want to follow through ell the intricacies of this 
grein business, what we allocate somewhat arbitrerily 


perhaps at the local and then again at the terminal, we 


t -t0G a a} 


i 


will be here the rest of this day. 


at 12.30 p.m. the Commission adjourned until 
CrlO Dells | 
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poten by 
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April 26 , 1945, 


The Commission resumed at ew Lbs Dy tits 


W.d. PARKER, examination continued, 
te A Ee On continued, 


BY MR, FILLMORE: 

Q. Mr. Parker, I was asking about the allocation of 
earnings, and first about the allocation by Manitoba Pool 
Blevators to a local association, Perhaps we could approach 
it in this way. I am instructed that in the operating 
account of a local 4ssociation there is a credit item reading: 
"grain earnings, including initial spreads, carrying Oe) 
grade gains and losses, ovorages" and so forth, a eredit of 
so much, which I presume is the amount remitted by the 
Elevator Company to the local association -- or paid, we 
will say; credited. Would you explain first what is meant 
by grain earnings? If. that is not clear to you I would be 
glad to have you consult the accountant or anyone here who 
can answer the question better than you can. A. Grain 
earnings? Read the rest of it, please, 

Q. First, grain earnings -- A, Incidentally, that 
is one of the local balance sheets, It is the balance sheet 
of one of the associations, 

CV. L Sh inatructed 20 is 4 copy of one) \Pipst oye meus 
grain earnings. A, Made up of what? 

Q. Including initial spreads, carrying charges, grade 
gains and losses, overages and shortages? A, That is what 
I explained this morning. Initial deductions are the one 
cent or three cents or five cents or whatever may be taken 
at that particular time or that year under what would be 
the market price at Fort William, less freight, less some- 


thing else, what we call the initial payment. The next one is? 
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Q. Initial spreads? A, That is the street spread, 

Q. Carrying charges? A. That refers to the matter 
we have been speaking about as part of the money that the 
wheat board paid on behalf of the growers. That is their 
share of the grain that was handled by their own facilities 
at that shipping point, 

Q. Grade gains and losses? A. That is a matter of 
grade promotions, The agent may be able to make grade pro- 
motions by virtue of blending 2 and 3, If there isa very 
good © and a very good 3 he may be able to bring them to- 
gether and make them all 2 or put 3 over the cleaner and pro- 
mote it to No.2 grade. There is a certain spread there so 
that there is an actual earning, and that is their own par- 
ticular property. 

Q. Overages and shortages? A, That refers to the 
weights. The grain is weighed in over the local scale, in- 
Spected by the government inspector, and all the rest of it, 
and overages occur because there is permitted under the Canada 


Grain Act one-half of one per cent as a deduction to take care 


-Of any loss, Then there is the dockage content that comes 


in the grain and which is taken out by the cleaner,» It is 
ail part of the grain handling picture, but overages are 
something which is controlled and scrutinized very carefully 
by the Canadian Board of Grain Commissioners. Those are 
things that are made through the grain delivered by local 
people to the local elevator, It belongs to them and is 
left there, 

Q. Do not grain earnings include any gains you may have 
made through having purchased grain or taken delivery of it 
at a certain price and resold it at another price? A, As 


I explained this morning, we do not in our opinion purchase 
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Pdi! We give an initial payment, and what the final pay- 
ment way be we do not know until the grain is adtlantig dis- 
posed of, 

Q. I was going to come to that in a minute, Under an 
agreement which you entered into in 1931 and 1932 text 
revenues are pooled. The revenues of the whole 180 assoc- 
jations are pooled? A. ‘For what purpose? » Dontt take it 
out of its context, 

Q. You have an agreement with each of the 180 assoc- 
dations which provides that all revenues in respect of the 
business of the association coming into the hands of the 
Hlevator Company should in each year be pooled and constitute 
one general fund from and with which the Elevator Company 
Should in each year, in so far as the amount of the fund 
for that purpose would permit, make certain deductions? 

A. For what purpose are those deductions made? There vis 
a Specific reason for that clause, Read it’ all. 

Q. In so far as the amount of the fund would permit, 
pay a proportion of oparating expenses of the associations 
which Sign the four -party agreement? Ay Yess 

Q. That is one. B. Pay to the government all interest 
to the Elevators Company on the purchase price of elevators? 

me LOS 

Q. C. Pay to the government all instalments due the 
Elevator Company on the purchase price of elevators by such 
association? fat Le 

Q. Pay into special reserve account contributions to 
Special reserve to be made by such associations as provided 
by the four-party agreement, and retain the balance until 
the Elevator Company shall accumulate working capital in the 


amount of $400,000? A. Yes. 
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Q. You might say that to the extent there indicated 
the 180 associations are in partnership? A, Stall we call 
it a hybrid? 

Q@. I say that to the extent indicated by that agree - 
ment you are engaged in a joint enterprise? A, Put it this 
way. They are individually incorporated associations -- 

Maa Nop) just a. moment,...4. Permit me to answer the 
question, 

Q. I would like to have answers to my questions and 
not speeches, A, I want to be perfectly frank so that you 
will understand it, They are individually incorporated assoc- 
iations and were so recognized in the four-party agreement 
drawn between the associations, the Pool Elevator Company, 
the government of Manitoba and the now defunct wheat pool, 
Under that agreement the government did not ask them to pool 
their individual revenues in one lump sum. They were recog- 
nized as individuals and the government took this respons- 
ibility in collecting from the 152 associations, as there 
pare then. They put in one provision that each association, 
out of any surplus that might accrue to it, or the first sur- 
plus that might accrue to it, should set up a 10 per cent 
Special reserve account, which went into a Special trust ac- 
count to the province, from which the province would pick 
up any deficits that might accrue that year or later in 
respect of some deficit associations, That was all right. 
But may I say that we were relying a great deal on the 
government's generosity and after the experience of a 
year or two we realized that was not too helpful, so we 
made what I jokingly referred to as a hybrid, being really 
a cross between the straight line company or one of the other 


pools and our own individual set-up, which is enunciated in 
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the clause that Mr. Fillmore has just read, It was a volun- 
tary agreement between all associations whereby they would 
make Sure that so long as the total Surplus for the year was 
Sufficient they would see that the government was paid in 
full in respect of capital iiability interest and 10 per cent 
reserve for that particular yoar, It was a voluntary arrangement 
effected in an attempt to make sure that the province was 
paid each and every year, To that extent we pooled as one, 
and for that purpose only. 

Q. Certainly it is a voluntary arrangement and the 
arrangement was authorized by statute. In 1938 a statute 
was passed which ratified the power of your company, the 
Elevator Company and all the local associations to enter into 
an agreement of that character, Is that referred to in your 
beet? 

MR, SCARTH: That statute was passed confirming the 
fact that they had power to make that agreement, 

BY MR, FILLMORE: 

Q. The right to make such an agreement was enacted in 
a permanent statute in 1938. As you explained, you found 
that the old agreement was not one that was satisfactory and 
you would operate as a line elevator company or in a manner 
Similar thereto? AS Nos i aiernon. say that eee e 
say it was not satisfactory. I said it had weaknesses which 
did not give as much protection to the government and the 
province as we desired to give, so we voluntarily arranged 
for what we called a supplementary agreement in 1933. The 
agreement had other provisions which you will probably come 
to later on. But for your information, Mr, Chairman, I may 
say that as a matter of internal bookkeeping any assistance 


given in respect of capital payment by one association who 
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may be Successful this year to another one is something to 

be adjusted later on before anyone gets clear title to his 

house. So far as interest igs concerned, we washed it out, 

That is their contribution to the joint operation because, 

no matter how small an association may be, the contribution 
of these few bushels to the whole makes some impact on the 
net cost per bushel, so that it is rair, 

Q. I call your attention to a statement in your 
directors' report for the year 1931-32, page 3, under the 
heading, "Future Policy", You say: "One of the most im- 
portant matters for the consideration of the delegates was 
the question which has bean discussed at all local annual 
meetings earlier in the month, namely, the advisability of 
changing from the individual unit method to a system of line 
operations similar to that practised by the pool organizations 
in Saskatchewan and Alberta." Do you remember that dis- 
cussion? A,” No; frankly, I don't, 

Q. That was after the agreement of 1931 had been 
Signed and you decided then that, in order to operate more 
effectively, you would have to have an agreement between all 
associations and the central company? A, Between all 
associations and the central company? They had nothing to 
POMvithorty | 

Q. An agreement was entered into between the associations 
and the @levator companies in the year 1933? Pes Nae 

Q. And it provided that all revenues in respect of the 
business of the association coming into the hands of the 
Elevator Company should in each year be pooled and constitute 
one general fund. That is your agreement. I do not care what 
you call it, A, I submit that you cannot take that state- 


ment from its context and give a true picture. 
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Q. Was the agreement given effect to? A, Yes, 

Q@. Were all revenues put in one general Ub ae om ae oe 
for the purpose of doing that one specific thing only. They 
were to do that and then split again, 

Q. It was for the purpose mentioned in the agreement? 


at runetris.correct. 


Q. Did that general fund include moneys which repre sented 


the difference between the sale price of all grain and the 
amount of money that was paid at the time it was delivered 
into the elevator? A. It might have, yes. 

Q. It would? A, If there was a difference, yes. 

Q. This morning you used the expression "merchandising 
gain" which I take it meant selling grain which was taken 
into a country elevator, Did this allocation by the central 
company to the local under the heading of "grain earnings" 

include part of that merchandising gain? Ay \ Yass 

Q. I see another item headed "terminal earnings", Was 
that an allocation to the local based on terminal earnings? 
Benn tos, 

Q. Was the allocation of what we will call merchan- 
dising gain based on the number of bushels delivered by the 
particular association to the pool elevator company? Fe VL NS 
number of bushels shipped forward, yes, 

Q®, 1 am sorry; I did not get that. A, The: number of 
bushels Shipped forward. 

Q. And did the terminal earnings include -- perhaps 
I will put it this way: Was the amount allocated there 
based on the number of bushels shipped from that particular 
local? A, Yes, 

Q. Then you have two other items. There is insurance 


patronage dividend. I take it that is part of money you got 
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from the pool insurance company. Then you have rentals, 
What would that be? A, That is rentals of agents! cottages, 
Permit me to explain that, 

Q. Very well. A. That might be interpreted, sir, as 
investment income, as rent of the agent's cottage, As a 
matter of fact, any rent that we set up is charged the agent 
for the use of the house which the association may purchase 
for his convenience and it is not, in my opinion, enough at 
any place to pay carrying charges on the invested money in 
the actual building, As a matter of fact, before the War 
Labour Board and the income tax people came into the picture 
the association usually paid the agent's salary and gave him 
free rent, but when personal income tax came in we were 
obliged to charge a nominal rent, not less than $10 a month, 
so that we increased his income tax, It is merely a matter 
of bookkeeping. 

Q. Before any such allocation was made by the central 
company to a local, was the local's share or burden of Hy aa, 
C and D taken out of this general fund? hee Loo. 

Q. And were there also taken out moneys spent for 
plant and equipment and other investments -- we will say 
plant and equipment? Was the purchase price of terminal 
élevators taken from the general revenues which were pooled? 
A. No, 

Q. Where did the money come from with which you bought 
terminal elevators? A, We made a small cash payment and 
Since that time the terminals paid for themselves, The 
moneys used for the original small investment, cash invest- 
ment, came in the main from the unallocated reserve moneys 
and contingency moneys, in respect of which I pointed out 


this morning what we would attempt to justify as a reasonable 
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amount having regard to the volume of business being done, 

Q. When you say that they paid for themselves, do you 
mean that the terminals had earned enough money to meet the 
purchase price? Is that what you mean? A. I Suppose that 
is a correct statement, if you wish to put it that way. But 
don't get me wrong; they have not paid in full yet. Go easy. 
I say that to the extent that they have been paid since then, 
it has come out of earnings created at the terminal department, 

Q. You state in paragraph 22 that when a member delivers 
grain to the association at its country elevator he is paid 
at the time of delivery what is between himself and his 
association an initial payment. You have already explained 
that is equal to the market price? Agi ds 

Q. The initial payment made to the members is on the 
basis of quality and quantity. That means so many bushels 
of 4 certain grade of wheat at so much a bushel? A, Yes. 

Q. The same amount you would pay to a non-member? 
es ieee Oe ° 

Q. Leaving to be accounted for by the association to 
the members any moneys over and above the initial payment 
realized from the handling and marketing of grain, So that 
what gets to the local association out of the pool revenues 
is the residue as to which you have given an explanation, 

Well now, what does the local association do when it gets 
credit or payment? First, does the local associationjaiio- 
cate to its farmer members the credit which is allocated to 
the association by the central body? Ave), LOS. 

Q. And is that allocated to the farmer member on the 
bushel basis? A,,.0n.a flat bushel basis, That is, right, 

Q.. irrespective. of grade? A, That is correct, 


Q@. So many bushels of a certain kind of grain? A, That 


Fi rid 
ie 


, 
‘4 
hi 


ye 
; 
iia 


i = 
~ 


A ANB Rarrayiert 3 


ie 


Behe eth: dsb ‘cee rei bill ihe: beat baie igeedarnate Sete ie 
BA Pi Leb nodisen ij hitw: a sa a i ang hak etage, BON) arn L 
: ms Fane N 


ce” Sree gtag tae Aostesane § 
SOR: Seow Dinth dd nay ot Metw ably! beaiieoehmmesa: 
Git Ae Pm el LOE et oh an ‘Sinica ve 


. 


atiert i? paisa" Dae deen rivet nee saihe: niiise eed: Sa 


bem hea ¢ if 
ver 


’ ar tle 
Aa ae 


ap Ps) ah on. “tua aye ES. ‘igeeion ear + we Ehakaapas wish) O8 


Bibl lives Bek dihatet Re On tid eee Poa peeeele’ Fe- oink a6 


il re 11) - i 4 ayy ih i i if Y oy : uk hs ; : arti HAY, ss i Pare tet eh woes et 5 
; ? ee. cedars ei Ett Med dem: i? of Careeat. one. us 
ri ; : F ; : A oe -s " Bs > z 


RO BL Meee mcd oul eet Del Ore Rae hese ce 
‘ of , a? Para ce f r Migs ee |) <= 
heme el Ce? RP ORR? ono negra ae Raat le fp 2. Bae 
. ia ae = et rE 
i ae ag bP mae % 7 RAS tog ¥ a i - cad ; _ 
see we SMC i PA Os ee Se sess see 
’ ; ¢ ears “ 4 Orit Sue Ge! 
* al i vy * e ; * 79 i 7, }4 ot y 4 ca rine 3. aa ~~ | eo Bore ‘/\ 
: pi rel ey Oe Vi Bearow WOe: Rees Wee: Mig « fv 
, ’ } é i oh Be 
be ; . ‘ (ere aye ad. 
Ri} iy ‘T 8) eg ieac oe As ‘OF Sy tht 42 . 
he can - 
WE oh URIS CT OW DS CL CO Ih ie mente Seta Ree es oe 
bit aN Siam ed eet ee 


a Oi he b plat ke tte AE ae Btn ee pits ae br fgt Py oe ry 8 BESS 


; PY ‘ + a oo a ris i, . . Ai ¢ Cray wr \ Fie iia oe ‘ , s - : a h 
ale i erty EEO AT EY at LES GE De No a 
5 *) ‘ss . pees 


be Pah ah ‘ ‘ vi) eo Ce ig : eae be! A ae ty, ee, eas wt LA es age 
PS pie 


Fa as ar : i } " 2 : o a. | a i 
| | v | Ayer if ae Poot (ESE: Dea i. | Chie Fax ae ee 
an xa ihe i 
ot 5 . * 
el > f 
¥ : Nits “eas (Fe met Bes ited, Ve 
« . acti ; eel fs oy “) . 
2) . De ' To CELIO 
ms i oh ¢ 
5 ee ak os 
( j * 42 ~ , A 
i i Se = D iyt ‘f H io 8 brew 
“~ 5 i : * 
= is Fi 
rt eee Co. : an a 
Le ce eS Sete 4 2 Cromartie 6 
; * }. . ora is “8 
we” = 
lar o i x. ¥ ik ole 7 Re —— 
a4 a4 : ae PEA aly, eee k eAGe LF at rb, 
Ti RA 
? P a tc a ae ts p 
ws ae " ill) ar ine , “a ee de be cs ¢ 
-. . | bh 2% aLeatnvi, LOR, ye 0. 


ay 


a ae 


10 


-7085- ; Mr. W.J. Parker 
is right. 


Q. In paragraph 23, on pages 7 and 8, you refer to 
special reserve and working capital. Did those two items 
come out of the general pool revenues pursuant to the terms 
of that agreement? As 1 NG. 

Q. From what source? <A. The 10 per cent special re- 
Serve would come out of these pooled revenues if it were 
necessary to dip into pooling in order to do Los Oe Vee 
associations are, shall we Say, financially Successful for 
that year, if I may use that language, then each makes its 
Own contribution to this required amount of 10 per cent, 
Incidentally, these 10 per cent reserves are all now set up 
and each association provides its own working capital on the 
basis which we have outlined in the brief from surpluses 
allocated to the members at the end of each year, 

Q. It is true that each local association does, but 
this special reserve referred to in parepraph 25 48 4) re. 
Serve of the central set-up? AS WINGS 

Q. Not at all? Ae Not at all, It is s6t up in 
member's account for each association under the terms of the 
four-party agreement, We have nothing to do with it, 

Q. And the working capital referred to in paragraph 23 -- 
is that working capital of the local or the central? A. What 
did we say in paragraph 23? Working capital is provided by 
each &@ssociation, 

Q. That is working capital of each local? Aig) NOS, 
provided by each association from its own Surplus, 

@.- But the local association does not get any money 
except from the central association, does it? Ae Well, 
all moneys belong to the locals. We Simply do the bookkeeping 


and act as trustee. We do not own a dime, not a nickel, 
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Q. Does all money which comes into the hands of the 
local association come from the trustee? A. It comes 
through the trustee as agent, We do not create it in our 
own right. ) 

Q@. You scrainble the eggs so that I can unscramble them. 
However, the trustee has pool revenues? Ay) NOB. 

Q. And the trustee gets money from dealing in grain? 

A. The members! grain, 

Q@. And that is the way the money gets into the pool 
revenue, and then it gets from the pool revenues into the 
local associations? 

MR. SCARTH: Qualify that, Mr. Fillmore. Don't put 
words in his mouth. He said that the local made a contri- 
bution to the special reserve and working capital in each 
year they made money. That should be made Clear, That 
answer standing by itself is misleading, 

BY MR, FILLMORE! 

Q. One other item is mentioned in the brier, At the 
time the four-party agreement was entered into in 1931 the 
government agreed to accept for its claim against the 
elevators $2,100,000 instead of the actual claim of $3,400,000? 
A, There was not a claim of $3,400,000 against the pool 
elevators, All that could be claimed against them was what 
they actually had, The pool elevators only had $2,400,000. 
You could not claim more than the thing was worth. You are 
dealing with two companies, | 

Q. You say that $3,400,000 was owing by the pool? 

Is that what you say? 

MR, SCARTH: Perhaps I could shorten this. It is rather 

complicated, The only assets left are local country elevators 


that had been sold by Manitoba Pool Elevators to the locals at 
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a price exceeding $2,400,000. They all made certain payments 
on account to reduce the purchase price to a certain point, 
then the Manitoba Pool went into bankruptcy; but that did 

not affect outstanding contracts which had been entered into 
between Manitoba Pool Elevators and the locals, and the most 
the government could claim would be the balance of the pur- 
chase price owing under these outstanding contracts which 
were still alive and had not been affected by the fact that 
the Manitoba Pool had gone into bankruptcy, The government 
took this position, Manitoba Pool Elevators owes the Manitoba 


Pool a large amount on account of money borrowed. There is 


only one asset that is recoverable; we will take it, and 
you sell it tack to the locals at $2,100,000 in settlement 
of the debt. 
BY MR, FILLMORE: 
Q. <A-new deal was made for $2,100,000? 
MR. SCARTH: Yes; they settled for $2,100,000, 
BY MR. FILLMORE: 
Q. One other point in connection with the administra- 


tion of the general fund. I think you mentioned that in some 


years one local association might lose money whereas other 

associations might have a good year? ee You. 
| Q. How are the financial needs of the weak association 
| Peiaeehsecandldudvnsa cad: Sufasals Gren se) Davee teas provided 
| in that clause you read a while ago, the supplementary agree- 
ment of 1933 as amended in 1936. I quoted it in full and it 
sets out the position in better language than I can use, 

Q. Mr. Scarth points to paragraph (a) in section 28 ‘on 
page 9: 

"(a) Pay the proportion of the operating expenses of 


all the associations which signed the four-party agreement 
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of August 1, 1931, which the associations forming the group 
wore required to pay under the said agreement," 

Is it under that clause that you furnish moneys for the 
benefit of wheat associations? Ae net de OA its 

Q. And in some cases is that Simply charged up as 
operating expense? A. 1O the-extent that 4b iis operating 
expense it is so charged. If it is interest or salary or 
municipal taxes, or what have YOu, At 10 2S pavinent in ree 
Spect of capital liability for that year, it is also charged, 
But as a matter of internal bookkeeping that association 
must make repayment to those from whom it has got assistance 
temporarily before it gets clear title. 

Q. I am instructed that one local association was ad- 
vised by the auditor as follows: The item funds contri- 
buted by other associations for assistance is not a Lie DLaty 
for which payment will be required. It is included in the 
balance sheet for the purpose of recording the amount con- 
tributed to your association for assistance since the supple- 
mentary agreement of 1933 became effective? A, That is 
SOrPoct , 

Q. .I8 that a correct statement? A, That is correct. 

MR, SCARTH: "Assistance" is a pretty broad word, 

THE WITNESS: I put on the record what we mean by 
assistance. It does not refer to capital payment, 

BY MR, FILLMORE: 

Q. In paragraph 31 you say that moneys for refunds 
first became available in 1936-37, when it was decided that 
Such refunds should be returned to the earliest contributors 
to the working capital reserve. And you say: "This method 
has been continued regularly since that year, and is now 


generally known as the revolving fund plan." Who are the 
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earliest contributors to the working capital reserve? 
A, The growers who, in the first year there was a Surplus, 
made contributions, 

Os, vo you mean in 1951, 1032 ana 1933? A, Lf they 
had a surplus in those years, 

Q. Whom do you call contributors? A, The members 
who delivered grain in those years, 

Q. And who did not get paid; do you mean members who 
did not get paid? A. No, no, The surplus itself creates 


working capital under the revolving plan with which you are 


now familiar, and I have set out in the brief that if an agssoc- 


dation has $1,000 surplus, $500 is immediately repaid in cash 
if they so authorize at their atinual meeting. If in the 
succeeding year they have another $1,000 they will do the 
same thing again under the terms of the agreement, and the 
$500 ward out is the $500 left the year before, 

Q. Is the working capital reserve held by the central 
body or the local association? A. The working capital re- 
Serve is held by the trustee, allocated to all individual 
farmer members of the 180 associations, 

Q. Then you have some system whereby the trustee makes 
allocations directly to farmer members of the local assoc- 
jation? A. It is just a matter of bookkeeping and. the 
local association's own auditors set up their balance sheet 
and if it shows $1,000, then the delegates to their local 
annual meeting make their own disposition under the terms 


of the agreement and under the terms of the Manitoba Act. 
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Q- You are referring to a disposition made by the 
delegates or directors of the local organization among 
its own members? Wis (AXeS's 

Q- Now, at page eleven, paragraph 35, you state: 

"After providing for all expenses, including deprecia- 

tion of $3,440,750 total savings of $7,688,550 have 

been allocated to the individual members in the 
nineteen year period of operations. All of these 
moneys have accrued from net revenues," 
Now; in the first place, ‘Let me .ask you why you refer to 
nineteen years; why do you not refer to fourteen years? 
A. Because, as I recall it, it is nineteer years since 
the first elevator started to operate. 

Q- The present company or partnership --- Ae NO-5 

Q- |. Om mwha teverm you Oa) .it).--- 

MR. SCARTH: The local associations have not changed 
au ve 

BY MR. FILLMORE: 

Q. You are talking about providing for all expenses; 
allocated by local associations, do you mean? An "Cor— 
rect. | 

Q- But, since 1931, how much has been allocated by 
local associations to the individual members? Bice bual te 
think that is all filed with the auditor of the commis- 
sion» “IL have not; those figures in my mind. 

Q. Let me suggest, in the first place, that you 
Should make a cut-off in 1931, because up until that time 
the contract pool was in operation. A. Nothing what- 
ever to do with the operations of this elevator company, 
though; it has not changed. | 

Q.- The elevator was owned by the pool and being run 


by the pool. A. Run by the Pool Blevator Company. 
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Q- Who had the shares in it? Ae The pool advanc- 
ed the money. 

Q- Could we not put it this way: was the manitoba 
pool operating a contract pool prior to 1961? Ae AY Sse 

Q- And it made initial payments--interim payments 
and final payments--ag previously explained, PAM) Less 

Q.- Are you including those final payments in that 
$7,688,550? A. Most assuredly not. 

ei YOUare not? A. No. 

Q.- What is included there; what money Prior, vor 1951 
what patronage dividends were paid by the Manitoba pool 
Elevators Company Limited? A. Just whatever was made 
in respect of the grade payments; and what have you, 
within the local elevator -« the same as you have it to- 
day. All other elevator companies have been handling 
pool grain; why should not this one? It had nothing to 
do with the pool price of grain, whatsoever, 

Q.- However, you have not got the cut-off at 1931, 

4. No, but we would be very glad to file it, if yow Gare 
to have its 

MR. SCARTH: I think, Mr. Chairman, that mr. Fillmore 
has taken us a long way. However T do not think there is 
any satisfying Mr. Fillmorets curiosity as to what goes 
on behind closed doors. I feel we have filed all that 
with the Commission. 

THE CHAIRMAN: I think we can get all that informa- 
tion ourselves, Mr. Fillmore. 

MR. FILLMORE: Yes; I suggested it only because 
there was a new plan of operation after 1931. 

BY MR. FILLMORE: 


Q-» However, you say that these savings have accrued 
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from net revenues. en Lees 

Q. That is to say, the savings aise pshanes by the 
trustee to the local associations have accrued from net 
revenues. A. That is in the brief, yes. 

Q. That is, the net revenue which went into this 
eenerat’ pool’ fund . Ay” "Xess 

Q.- Now, I note you say: 
| "Savings repayable to members $1,991,000." 
According to the directorst report, a eopy of which we 
have, the amount as of July 31 preceding was $2,190,587.54. 
| MR. SCARTH! I am still making this objection, mr. 
Chairman. 

MR. FILLMORE: Well, it is only a couple of hundred 
thousand dollars. 

THE WITNESS: Just a mere drop in the bucket; let 
us pass Oy be 
| MR. FILLMORE: It is not very important, so far as 


Size is concerned, I guess. 


BY MR. FILLMORE: 
Q- Then, turning to page twelve of your brief, 
paragraph 57, you state: 


"These reserves are held by the Blevators Company 


as agent and trustee for the local associations, 
with their knowledge and consent. The local asso- 
clations at any time can request that these amounts 
be allocated and paid out to the members who 


delivered grain in the years in which the reserves 


were established.’ 
I should like to know this: is there anything in writing 
to give a member the right to demand and require payment 


forthwith? A. No, I suppose there is not. You will 
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understand that that particular comment refers to the two 
reserves recited in paragraph 2 above. It does not refer 
to all reserves. 

Q.- And you do not know any provision under which 
there is a legal right to demand immediate payment. 

MR. SCARTH: I do not think he should be asked to 
answer that question, either, 

Maa WLEEMORE: All right, I will leave it up to my 
learned friend to answer, in his argument. 

MR. SCARTH: We should be able to settle it one day. 

MR. FILLMORE: Perhaps you can answer it. 

Pee WANE oe Dican tell you this’) that if the 
locals asked for it I would not contest it legally. MThey 
would get it immediately. | 

BY MR. FILLMORE: ‘ 

Q.- What you mean is that you would pay it on re- 

quest, without question. Aw Yes. 
BY MR. ELLIOTT: 

Q. When you say "if the locals asked for itt -- do 
you mean asked for it through their delegates? Loree. 
if their delegates said, "We think you should take these 
funds out", there would be no suggestion from m®, Mr. 
Chairman, to say that we need them further. 

Q.- You do not mean the individual. Ae NOs 

BY MR. ARNASON: 

Q. Is there any reason why these reserves, which 
are not allocated at present, cannot be allocated? 

A. With respect to those two reserves--terminal 

reserves--when I say they are not allocated, I mean that 
we have growers! ledger accounts which carry the bushels 
delivered by every grower in those years. [It is merely 


a matter of calculation to stick down the few dollars 
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that belong to each one. §0, in effect, it is under allo- 
cation. You will remember that you have to go back in 
our balance sheets three or four years to see what we 
have come through. If we were in the present position, 
when we took those terminals on, we would not have set 

up these amounts of $25,000 and $38,000. 

Q» Youare satisfied that in a general way your re- 
serves can be allocated? A. Yes, we can allocate 
every cent, except contingency reserves. 

Q. Except contingency reserves. A. Yes; we have 
to have some cushion. But apart from that we can allo- 
cate every cent. 

BY MR. FILLMORE: 

Q» By ‘ttallocate" do you mean pay; allocation does 
not mean payment, does it? A. YSs, we can pay, too] 
so long as they left sufficient for their working cap- 
ital fund. It i8 in the contract, and the agreeiment is 
that if they wish to have it operate they have to leave 
their money there; but if they do not want that, and 
want it back -- it is their business. 

Q. So that these are allocated to the individual. 
He has to do it through this organization. Re. fn 7S 
were that kind of individual, we do not want him in the 
organization. 

Q.- You do not want a man who wants his money out. 
A. NOt until His turn comes’. 

Q@- Then, in paragraph 39 at page thirteen you say: 

Originally, the foregoing assets were financed as 

follows: period L9sS. to July ol; 1951, Loans from 

Manitoba Wheat Pool $3,056,800." 

Is that the deductions? A. Yes. 


Q@.- And with all those terminal elevators -- you 
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had not acquired them then, had you? A. No. 

Q- It would only be part of the foregoing assets. 
&. No, but you have to take it all. you have $3,000,000 
which came from the pool originally, and then $1,236,000 
to an outstanding mortgage, financed on the mortgage 
basis; and the other is working capital. 

Q- However, from August 1, 1931 to July 31, 1944 
the amount is about $2,900 which came out of pooled 
revenues for the purchase of plant and equipment. 

MR. SCARTH: Part of that is mortgage -~ paid on 
mortgage. 

MR. FILLMORE: I understood the mortgage had been 
malo ort. 

BY MR. FILLMORE: 

Q. Has not that mortgage been paid off, on the ter- 
minal elevators? He (Lb has been paid off to the out- 
side. Part of it has been transferred by direct means 
from the individual farmers in the country. 

Q- Some of it is still owing to the farmers in the 
country. A. Directly to them as individuals. 

Q. Subject to that the purchases of terminal eleva- 
tors and working capital and other reserve funds have 
come out of the pooled revenues of the company, is that 
correct. 

MR. SCARTH: “Pooled revenues", do you say? -- no. 

MR. FILLMORE: Of the trustee or of the organization. 


THE WITNESS: Would you give me that question again, 


BY MR. FILLMORE: 
Gis Referring to paragraph 39 at page thirteen of 


the brief except for the amount owing to farmers who 
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advanced moneys, did the money to pay mortgages on the 
terminal elevators and provide working capital in other 
reserve funds there mentioned, come from the revenues 
which were pooled pursuant to the four-party agreement? 
A. No, there is $1,600,000 of working capital; I have 
explained how it has been acquired. I believe I have ex- 
plained thavitully,: nob only imcthe brisf but also were 
bally. It is now within $100,000 of reaching its maximum. 
We have established a maximum, and we established a pol- 
icy of how we shall attain it. That is also included in 
pero oa Very. Ii tie ion Lh ie frogeny ag at ithe Liret of 
January it was all liquid. 

Q.- In 1931 you started out with very little working 
capital. A. We did not have any. 

Q- And you had elevators and moneys owing on the 
Clevators. Fell We "Ai Gy) yes). 

Q- In the meantime you bought property and you got 
working capital. Aa OSs 

Q.- And you reduced liabilities? fie COLLOC tn 

Q.- And did the moneys come from any source except 


| from operating your country and terminal elevators pursu- 


ant to the agreements? fue It all came from that 
source. 
. SA iiiihrom thet. source é Ae Yess 


BY MR. NADEAU: 

Q. Who owns the mortgages on the terminal elevators? 
fii. The mortgages have been discharged entirely. 

Q- But who had them? A. The companies from whom 
| we bought them. We bought from two grain companies. If 
you wish to have the names of the companies I could give 
them, but it was two companies that had them, and we 


bought them. That still shows in the statement -- the 
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dates they were bought, the price paid for them, and all 
that. 
BY MR. FILLMORE: 

Q. Now, I do not wish to take up the time to go 
into too much detail, but I would call the attention of 
the Commission to the net repayable surplus -- that is, 
the net revenue, or whatever may be designated in each 
year, starting with 1931-32. I point out the terminal 
earnings distributed to local elevator associations, and 
the amount of patronage dividends paid, so that these 
figures will be available to the Gommission. If my learn- 
ed friend is agreeable, I. suggest that he check the fig- 
ures, and that they go in later. 

THE CHAIRMAN: You mean for the study period. 

MR. FILLMORE: Yes. 

THE CHAIRMAN: Which, by the way, is growing more and 
more formidable every day. 

MR. FILLMORE: In presenting our brief we make some 
allegations of fact, and I want to substantiate those 
allegations. J can do so by goingover the directors: 
Pepores irom year to year. I do not wish to have to do 
it just now, however, or with the witness. 

MR. SCARTH: On that point, may I say that that is 
One Ofimy,ciiefwoojecbhions. Mr. Fillmore has~a. orien, 
and he now says that he would like to prove his brief 
buroueh askine.some questions.) These arse, all:intezmmealL 
operations, and he can have everything he wishes to have. 

THE CHAIRMAN: As I understand it, Mr. Fillmore is 
leaving it to us to dig it out of the documents we have; 


is that not so? He just wishes to take care that we 


do not overlook the suggestion, that is all. 


MR. FILLMORE: The annual reports and statements are 
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available to the Commission. Therefore it will be unneces- 
Sary to put it in or take up the time of going over each 
item. 
THE CHAIRMAN: You say that the allegations contained 
in your brief are proved by the documents we have before 
us, and you ask us to look into them; is that not cor- 
| rect? 
| BY MR. FILLMOR#: 
Q. Now, Mr. Parker, I believe what you call the 
trustee has a membership in the Winnipeg Grain Exchange 


and clearing house? Ac “YES s 


GO. and also in Une grain celéarings association, 
Bs. LOS. 

Q. Do you publish a paper known as the Co-operator? 
oe NOY We Us) nov publish’ 1t. 

Q. You have an interest in the company which pub- 

Paoishes it? he Oo, a Ae OL e COMpany. NW TtoLe. jusure 

voluntary arrangement of cooperatives in Manitoba. They 
publish a little cight-page paper. 


MR. FILLMORE: I shall file this statement with the 


Registrar. 


WR. HE. T. PARKER: What is that statement; give it a 


name. 


MR. WIGUMORH: It is a Series of references, amounts 
and page numbers. 

MR. SCARTH: I do not admit that any of the exhibit 
is true. It is just for the purpose of the Commission, 
33 it? 

MR. FILLMORE: Yes. 

WR. SCARTH: My understanding is that it is not 
correct. 


VR. E. T. PARKER: If Mr. Fillmore would make a 


’ 


‘ sah tek ht nee eS BS <> 
= och (arte - “. 
ed % ehe ! ‘ f Wy *" 
aes ¥ re od ate 
© ie a! . 
ae oa ~ b 
*) i 71 LF cat @ 7- ¥ 
- _ ‘ 2% 
f 
’ 
S . 
"lace: Deed . 
= Iva b) atael > 
a F « 
d nk + i Wa 
Pe Peet ' 
= i 
- 
a 3 e ‘ ai | 
gy 5 7 
“a . 
4 { . : 
@usr ee 
1" 
5 oe - ‘ 
J + 
_ Pr 
: = 
fs "4 
Spin 
ee ee ee be 
. 
rae. p ou 
t creo 3 
at pee ‘ ‘ 
> & = 
A t, 
iS Me eens 
a ate -~ 
. 
te ¥ 
A ae 
’ 


‘ 
n 
‘ 
’ 
Tee 


oe eS 


coal. ee neieanee eae 

? of? ‘yw Sted a6 oh ae Se ne 
t FSi), Fae’ Poe, 

woe ays ; Fay & Bg ive we 


‘ 
: ; Wat ee, i p 
Ben, Tw ak te leh balk 
3 ‘ F ' £ 
{ rs 
A F f "Fe Nears 
rly ewe : 28 
‘ 
J = * ” eos 
a 9 ‘ i ent 
“ i Se. * 
. 
: E oh 
=, 9 SP as i s 7 
a ; he fo 2 - 
‘ 
i Bat Fk, 
fj m ; 
“ee 
: cs a ; z 
. ; ae 
f Ws ' : pe 
~ 
P 
‘ tof 
P a 
- ‘a 1 
Fas 4 
. 
P . 
2 wr 
» ee 2 
‘ 
‘ aoe ‘ aos = 
‘ a 
eT Pee 
, arth ' t =r 
é : ‘ i 
= oy 
ee 
oe 
; P .- 4 
cee ‘ : pe - 
giyae te 
: j 
Pathe 
oe Le . a 
Pee SY yeelake at 
oa) ae 
* é ‘ 


ores 


3 
= 
o 
at 
te 
— 


‘au 


AF BOCK Ot aa ee ee” Be eae 


on" “Ap ee nor 


1-535 
3-10 -7099- Mr. Wed. Parker 


statement as to what this document contains it would be 
satisfactory; it is not a question as to whether or not it 
igs admissible. Rather, it is a question of whether it is 
a set of references which may assist the Commission. 


MR. FILLMORE: It is simply a statement, the headings 


of which are: Net Repayable Surplus for the years 1931-32 

to 1943-44, both inclusive. And in the next column is 

the page reference number in the directors! Report. Tn 

the next column is the heading: “Patronage Dividends" for 
the same aoe. and the next column shows the page numbers in 


the directors! report. IT should Like to file it. for..the 


convenience of the auditors. 

THE CHAIRMAN: Is there any objection to that? t 
understand it is filed by way of an indication to us as 
to what we are to look for. My suggestion would be that 
Mr. Glassco and Mr. Ronald might look at it, and tell us 
whether we need it, and what it indicates. 


MR. SGARTH: I have no objection to that. 


BY MR. FILLMORE: 

Q. Mr. Parker, you mentioned that you have no 
interest in the Manitoba co-operative, except --- 
A. There is no investment in it. 

Q. And have you any investment in the Manitoba co- 
operative wholesale? A. Yes, we have a nominal invest- 
ment there. I have forgotten how much it is, but it is a 
| very small amount -- to give us membership, only. 

Q. And I think it has already been stated that you 
have an interest in Canadian Pool Agency and in the pool 
insurance company. A. We have. 

Q. And have you an interest in the Canadian Co- 
operative Wheat Producers Limited; that is the former 


central marketing agency, A. No. 
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Qo “And there’ is"4 new oompaty; I believe, being 
formed known as the Canadian Co-operative Implements, 
Limited, which is to go into the manufacturing business 
in the city of Saskatoon. Your annual report mentions 
that contributions are being made by the provincial gov- 
ernments. Have you made an investment in that? Be NOs 
we have NOU. 

Q. Have you that step in contemplation? foi. AOS 
perhaps we may, depending upon what they do. 

Q@. Is that project under consideration by the three 
western pools? A. Not jointiy; they may be separately; 
but I do not know. 

Q. And you have a forage seed department. A. YeESe 

Q. And have an investment of $100,000 in that. 

A. Yes, just a building ++ and a little bit of cleaning 
machinery. 

Q. And you have an investment in war loans and 
victory bonds. fis ONES 

Q. The amount is shown in your statement. You have 
assisted the Manitoba Co-operative Dairies, and given them 
financial assistance? A. We have. 

@. in 1941 and 1942. A. I have forgotten, but we 
gave a little assistance. 

Q. For the amount shown in your statement. Ay You, 

BY WES ths ts PARE: 

Q. Are those gifts or loans? Aug EE visea Loan, 

to help them out temporarily. 
BY MR. FILLMORE: 

Q. Did you make a small loan to the Saskatchewan 
Pool to help them out temporarily? A. They do not need 
help. 


Q. I thought you had made them a loan at one time? 
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MR. E. T. PARKER: Perhaps they loaned to Alberta. 
BY MR. FILLMORE: 


Q 


Q. Have you made them a loan? &. The Saskatchewan 


Pool? 
a LOS, &. We have deposited money with the Sask- 
atchewan Pool at times. 


Q.- Do they owe you a large sum of money now? 
4. No, we owe the banks several millions right now, mr. 
Fillmore, 


Q.- I beg your pardon? ij. We owe the banks several 


millions right now. 


Q. You have plenty of assets to cover that. 
a. The banks think so. 

Q- Yes; you have more than enough to cover it. you 
did not mention that to try to make us think that you are 


hard up, 21d vou? fe NOs 


Q. Then, just to review one or two matters, may I 


| Suggest that the sources of revenue which are available 
| to you as trustee, and under an Operating agreement, 
apart from the merchandising of grain, consists of gains 
‘Or losses on non-members! grain. A. Well, if we have 
any, yes. 
Q- «and the operation of terminals. Be Wie en, 
re-word your question, 
Q- I have just summarized: among the sources of 
revenue the trustee has, under the revenue pooling agree- 
_ ment, is the revenue from the Operation of terminals 
elevators? f.. DO you mean revenue accruing to the 
trustee? 
Q. Accruing to you as trustee pursuant to the terms 
of the four-party agreement. A. Agreed. 


| Q.- And, accruing to you likewise as such trustee, 
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storage charges on crown wheat, Aa VYSS's 
2. <&And by crown wheat I mean wheat taken over by the 
crown in September, 1943. hs ‘COPreacu. 
he Ls el ie Tes; 
Q. That is not charged back to the farmers, is it? 
7 re \ Onn 


Q@.- And have you some coal business and flour busin- 
ess, or twine business? 4. Half a dozen or a dozen of 
wie 20Ceals do a Tittle bit of Ait, for their inembers’, we 
WO oe OD, 1G: 

Qs it is ‘done entirely by the pools’ not “by ‘the 
trustee. me. UOrrects "end it rewery small in itotal. 

Q.- And you have a small item covering the rent of 
agents! cottages. is) | LOS 

Q. Did you receive interest from the moneys you 
deposited with the Saskatchewan Pool? Ae YOR, anarto 
complete the statement, the net interest is still in 
deficit. 

Q. Have you some investment in a corn cooperative 
or pool in southerm Manitoba? Ae “Yessy somer or thay tis 
outstanding -- two or three little flat warehouses which 
we loaned them money on to run the corn pool for two 
years. | 

Q. Now, in paragraph 61 you say; 

"The position of Manitoba Pool Blevator associations 
because of the last five years! operations is simply 
that they have succeeded in paying their 5 per cent 
depreciation and operating expense. All moneys 
over and above that have besn allocated as patronage 
dividends, thereby improving the financial and social 
position of the farmer members who collectively con- 


stitute the organization. Moneys so allocated are 
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not reserves, but are debts to the members which are 

regularly repaid under the revolving fund plan." 
Now, do you refer there to debts owing by the trustee or 
by the associations collectively to individual members? 

A. The individual association owes its ow members. 

Q- That is what is meant? Aa Yes Linke ties 
is 4 correct statement. 

Q. And you mean to say that the local associations 
allocate everything above depreciation and Operating ex- 
| penseés to the farmer members. A. That is correct. 
| Q- Have you each got a different revolving fund 


| plant? A. No, they are all the same. 


Q- What is the plan? A. What is the mechanics 
of the plan, do you mean? 

Q- The rate of revolution. &» I said: we had 
fixed a maximum arbitrarily at 50 per Gent of the capital 


| cost. As an illustration, an elevator costing $20 ,000 


would have a maximum working capital requirement of 
| $10,000. The contribution or the retention igs 50 per 
| cent of each year's surplus until you reach the maximum. 

Q- This door revolves each year. Ae) FOS Re 
revolves each year -- when there is Something to put in 
to make it revolve, and to that extent only. 

Q- The door revolves if there is something in the 
Boor, A. Yes, and if there is not she does not. 

BY MR. ARNASON: 
Q- Does a member of the local association receive 


a statement each year as to the amount credited to him? 


A. No, we never have done that. If they wishto have 
it, they can get a statement from us, Or See it in‘ the 
books, but we never have given each individual a state- 


ment. They each get a balance sheet, in their own LOGE 5 
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disclosing the total amount of money set up to their 
credit. They can determine what the true amount is. Bach 
man knows how much he delivered, so that it is a matter 
of Simple arithmetic to determine what the amount is. 

Q. Is there any provision for the transfer of the 
interest which a member may have? Aa ey Mav do< UN 
among themselves, if they wish, but to my knowledge they 
have not done so. 

BY MR. FILLMORE: 

Q. When you say that moneys so allocated are not 
reserves, but are debts, do you mean that they are debts 
in respect of which a man can walk in any day and demand 
money, or must he wait until the door revolves? 

A. Under the present set-up I think he would have to 
wait until the door revolves. 

Q- And likewise, if a member died, his estate would 


have to wait until the door revolved. A. Until this 


year that was so. But from now on we propose that when 
a death occurs we will pay out in cash immediately the 
entire amount acoruing to the estate. That has not been 


possible until the present time. 
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Q. At page 18 you mention the number of elevators 
that you have. By the way, did you buy forty-one 
elevators in 1940, or thereabouts? A. Yes, in Western 
Canada. 

Q. Was the purchase price paid out of this central 
trustee fund? 4. It was paid out of the unallocated 
reserve, 

Q. Then to take care of those elevators did you 
organize twenty-six local associations? Fay We Bavgn oh 
would not verify the number without checking, but we 
organized en association at each shipping point where we 
did not already have one. The difference between 
twenty-six and forty-one is the number of those points 
where we elresdy had associations; 

Q. When you speak here of some of the benefits you 
confer on farmer members or farmers in your districts, 

I suppose you realize that line elevators likewise have 
taken some steps to improve the position of agriculture 
in the community? 4. Competition compels lots of 
things that we have not done before, 

Qe tI am sorry I did not hear what you said. 

&. Competition has induced people to take action that 
they had not taken before. 

Qe Do you not think we all in Menitoba realize 
thet our prosperity depends to some extent on the 
prosperity of the farmer? Lie Lt BOoperso,. Duty. 
sometimes have reason to doubt it, Mr. Fillmore. 

Q. Of course, I would not take you to be an 
unprejudiced observer, Mr. Parker. Ah, NO, IT am sure, 
Q. Do you know whether the line elevator companies 


Vv 


have assisted provincial and Dominion Governments in the 
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distribution of pure seed, handling this without cost 
and teking in payment commercial grain from the fermer on 
an exchange basis set up by the Government? &. Yes. 

Q. Do you know whether they have sponsored crop- 
testing plans at a a: meny stations throughout the 


country? fee youl OB 


Q.- The method being to obtain fron local farmers 
samples of grain they are Seeding and i grow these samples 
in test plots, each Sample being identified by a number? 
Ae I know. that. 

Qe Do you know if they have actively participated 
in the work of the Bracken Committee in urging continua- 
tion of a guaranteed mininun price of 80 cents per bushel 
for wheat of the 1939-40 erop? A. Thet was self- 
evident. 

Q.- Do you know if they have provided funds for the 
carrying on of weed research work with a view to developing 
the best methods of cultivation to control weeds? 

4. No, I did not know they did thet. 

Q.- Do you know if in drought years the line elevetor 
companies worked with provincial Governnents in providing 
Seed and feed grein? mote No, frankly, I do not know, 

Qe Do you know if in drought areas wheat was hela 
in line elevators against possiodle seed requirements in 
the following year and feed grain shipped from the good 
crop ereas to the dried-out areas and distributed to 
individuals against relief orders? Neh foe eh oko sealo ce 

know what your machinery wes. tI know the pool's machinery, 
but I do not know what the line elevators did. 

Q- Do you know if the line elevators sponsored 


Junior Grein Clubs under the Agricultural Extension 
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Departments of the universities end provided many of these 
clubs with registered seed necessary? &. Not in Manitoba. 

Qe You say you do not know they have done thet? 
fi. Not in Manitoba. 

BY THE CHsIRMAN: 

Q You recognize certain of these VitLues, 1 See, 

mrs Varker? &. Absolutely. 
BY MR. FILLMORE: 

Q.- Do you know whether the line elevators have 
participated in the work of the Menitoba Wartime Committee 
on Aericulture? <A. Yes. 

Q- Do you know if they have urged the establishment 
of a Western Division of the National Research Council to 
conduct research into finding new industrial uses and 
expanded markets for wheat? 

MR. SCARTH: wm 1 GO) Teaberit thatithene visto be ta 
brief proving all these statements? 

MR. FILLMORE: This’ Ls sone ywey or takineavasli ttle 
of the sting out of some other remarks that have been 
made. I have a list of fifteen services thst have been 
performed by the line elevetor companies. 

MR. EH. T. PARKER: We will take them as read. 

TH CHATRWAN : 4re these things to be measured 
numerically, Mr. Fillmore, one set against the other? 

MR. FILLMORE: No, Mr. Chairman, We want to get 
credit for some of the contributions the line elevator 
companies have made. 

BY MR. FILLMORE: 

Q- Do you know whether the line elevator companies 

established an Agricultural Department of the North-West 


Line Elevators Association under the direction of 
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membership is $1, which need not be paid for in cash, 
but will be collected whenever the first patronage 
Cevidend “is distrt buted: 

In our new set-up, no member is required to sign 
&@ contract to deliver grain, nor does he undertake any 
financial obligations," 

Is thet correct? ie Thay is correct. 

Q. Hes your membership increased rapidly in the 
last four or five years, or since 1939? Ae Well, it 
depends on what you mean by "rapidly". 

Q. Has the increase since 1939 been more rapid 
than in previous years? Lie I would say it has been 
more rapid since 1939 than it had been in the prior 
Pive-yvoor period; Tl think “thet is ‘correct’. 

Q. You heave been paying patronage dividends during 
the past five years? die Yes. We were paying 
patronage dividends before that too, 

ae 10u ere nou in the erain export business?) A. Noy 

Q. You have mentioned the meeting before the 
Board of Grain Commissioners in July, 1944? fee TS 

Qe “LOU Catled’ our ceattention to thet, Were you 
represented there by a Mr. Steele? A. I was there 
myself, so was Mr. Steele. 

Ge ote Wine Stecic, your General Manager, make a 
Submission? soy yeas 

oO, Was 2t to this-effect: 

"We hereby wish to inform your Board that the 
present tariff rates under which we are now operating 
country and terminal elevators are in our opinion 
satisfactory rates for the handling of the 1944-45 


crop. 
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It should be understood that we consider the 
storsge retes of 1/60 in the country and 1/50 in 
the terminel elévators to be the minimum. In our 
opinion the moxinun storege teriff should be 1/50 
of 1¢ per bushel per day in country and terminel 
elevators. 

This pest year's operdting results, stocks at 
present in store on farms and in public Storage, and 
the crop prospects to-day, are factors which we 
think justify e tariff rate es suggested above." 

Does that summarize your position? fet (Leoni nk seo, 

Q. You did not ask for any change? As, Theatris 
oorrect. 

Gime be LIne S leyator compénies object to 
storage rates only and not to any other hendling 
charges? Hee loot Lourie ts 

Q. & few days leter was there a meeting with the 
Canadien Wheet Board, or did you sign a contract with 
them a few days later? &. There was a meeting 
Subsequently. I think it was more than a few days eLver; 
I have forgotten how long after it was, I think it was a 
few weeks later. 

Q. In any event, there was a subsequent meeting at 
which the contract was signed by your compsny? A. Not 
at the time of the meeting, but signed afterwerds. 

Q. «And in September ae meeting was held in Regina? 
ie. Yes. 

Q- « meeting of the three pools. Now, whose idea 
wes it? Who first thought of holding that meeting? 

&. ‘The executive head of the three pools. 


Q. Who is that? &. Mr. Wesson, myself and 
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in Regina? ive 


group? 
Qe 


Qs 
whether 


did you 


the circumstances of that meeting. 
Por vvnay particular purpose, I know thet. 


ravher regulerly , 


Q. 
who got 
ow lhe 
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Fluner. 


‘Did you have a meeting prior to your gathering 


Do you,mean the executive of the whole 
ees 


enyopody, 4&4... The: threes of us did. 


You hed @ meeting where? he Eon G orecads 

it was in Winnipeg or Regina. 

You Dee Mectitie previous (To the Meeting in 
fet os 

Who Called the mecting “or the three ot you sor 

just happen to meet there? A. I do not recall 

it was not called 

We meet 

ase Matter” or Lact. 

Bb *OnG Of those regular’ or accidental mestings, 

the idea of lowering the handling charges? 

three of us. 


Conceived et once by “the three: of your, AvcNow, 


how do those ideas come avout? 


Qe 


Vw 


this benefit? Ae 


To whom are. we going to give the credit for 


Well, you cen make me the eoav wat 


you wish, and go on from there? 


Qe 
wish, 
Q. 


Frarker. 


Barises"oup of discussion, 


What? ihe Vou, Can charge’ Liv up Vo me yw Lr you 


SUC 20 “Olay. Ol Wiers. 


1 would like to pive you credit for 20,0 
A. Well, I cannot tell: you, “Mr. Fillmore. That 


You do not. goin with any pre- 


conceived ideas. 


Q. 


There was not any discussion to the effect that 


you might be able to increase your patronage dividends? 


You could have paid more money to your members by increasing 
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your patronage dividends, could you not? iu. Yes, we 
could have, but that was terificelly annoying to your 
eLients,..Mrs Fillmore, 


Q. It wes annoying to them? f.. Yes, it seemed so 


Qe Do you think it was more annoying than going back 
on your agreement end making it retroactive to the lst of 
august? &. Now, listen,-- 

Miao: .. That is not vautei, question. 

THE WITNESS: Do not get the impression that we are 
going to cartelise the grain trade, because we are not, 

MR. FILLMORE: Lt am not going to enter into any 
argument on thet point at ell. 

That is @11 I have to ask you. 

THE ChaATRMAN: Mr. Scarth? 

BY Mn SCaRin 

Qe. Mr. earker, I think hedging was mentioned this 
norning? ge Pere Below 

Q. iI wes just wondering if you would make a short 
statement to the Commission go that they would understand 
whet is meant by hedging. Maybe all the Commissioners 
are fully informed about it, but I think a statement on 
the record might clarify the thing. It hss been 
Suggested severel times thet by hedging your grein you 
are thereby adopting the principle that is followed by 
line companies, or doing business along the same lines. 
Would you make a statement on that, please? .A. In 
layman's lenguage--and I cannot talk the grein trade 
languege, because I do not know it well enough. 

THE CHulTRiiiN: We certainly do not. 


THE WITNESS: Well, under the old pooling systen 
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we had 8n initial payment, which was presumed to be sub- 
Stantially below what might be the price of grain. Now, 
ao Mee cnot ine 1980, When we established it at $1 it was. 
Working on thet principle the banks accepted your warehouse- 
receipts as collateral and you got your money. On the open 
market system they require you to get some kind of price 
insurance, and in simple language that is what the hedging 
system is. 2OU sell Cie paper. You provide yourself with 
a price insurance; you establish a price by placing the 
hedge which ensures thet you do not get less, and eventuelly 
you sell your cash grain and take back your hedge. Bixee =: 
a matter of the mechenics of getting yourself price 
insurance. 
BY THE CHaTRMN: 

Qe You protect your long position by going short, 
S090 13.e11. Ae ae if you wish to put it thet way. 
You are long in cash end short on the hedge, if you wish 
tO use that terminology. 

BY MR. VAUGHAN: 

Q. . There ere actual purchasers at those future 
prices? a LOS s Bub 10) 18; HOt often that evcountry 
S6levator delivers on a future contract. 

Q. What I am gettingatis it is not just a 
fictitious transection? fe Noy “there is mothing 
Picbor tious ebout it. aS Tormers we Look at it ae sn 
insurance policy. I cannot make the language simpler 
then that. 

Q. i think it is 4 point that some people do not 
understand, that there are actual purchasers of the 
wheat for those future dates. Ae VOUS Vas, sure therm 
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BY MR. SCARTH: 

Q. There is one more point that I think should be 
Gleared up: This morning Mr. Fillmore quoted you a 
figure of sonething over $3,000,000 that was owing by 
the old pool to members who had contributed the money 
before the pool went into bankruptcy. I do not know 
whether the Commission fully understand the situation. 
The suggestion was thet those members had lost the entire 
anount of $3,000,000 by virtue of what happened. 


Miura rshory eosin? Taperscehas impression, because 


WHAUTisShnogethestruthy at aid. The clevator deductions 


of $3,056,000 taken in Manitoba, that Mr. Fillmore 
referred to, were invested, and were lost by virtue of 
the over-paynent, but by virtue of the same over-payment 
to the individusl grower he got more than his grein 
actuelly sold for, 

BY THE CHAT RMAN: 

Q. The grower had the noney? Bix eS 5 So to the 
extent thet it was the same man who delivered, His over- 
payment offset his elevator deduction that he had PLE Or 
thereto cecontrpbuted . There is an inequity between sone 
individuals, but generelly speaking I would say that 
perhaps the majority, a fair majority, actuslly got their 
deductions back by virtue of the over-payment. Now, to 
continue the story just a little further: those growers 
who had not delivered in the year and had no over-payment, 
Still had a credit in respect to their elevator deduction 
certificates. If they have (continued to uss ‘the 
Manitoba Pool Elevators since that time they have taken 
out in patronage dividends by virtue of this continued 


operetion suns substantially greater than the original 
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elevator deduction certificates, There is still sone 
inequity; there is still an odd individual who has 
not been able to make delivery. 

BY MR. 4RNASON: 

Q. Mrs Parker, you stated a while ago thet you were 
prepared tO pay out an amount held in the revolving 
reserve fund upon the death of a menber? Heh Seed 
I was. I propose to recommend that to the annual 
delegates next fall, definitely. LL heve oun iie 
euthority at the moment, but now that we heave gotten some 
other things cleared away we propose to offer that plan, 
So that immediately a death occurs and they give us the 
necessary papers the money would be paid out. We think 
that should be done definitely. 

Car Oulare Speaking OT future policy now, I 
wonder whether you would care to express an opinion as 
to whether that principle could .be extended a little, for 
instance in the case of a member who wished to move fron 
the province or was retiring from farming. Would you 
consider it feasible to make some provision whereby such 
member could withdraw his portion of the reserve then, 
or have some definite tine in the future set as to when 
those reserves could be made payable? Bua ee eee 
that has possibilities, Mr. Arnason, We are trying to 
think our way along this road. We are nol. static, 

If @ man is moving out of the province or out of the 
country, I think there is a very good moral obligation, 
and if it is not. going to embarrass you financially 

you should give him his money. Maybe when we get -the 
other matter cleared up we can proceed with this one next. 


Q.» May I question you e little further? Would you 
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consider it feasible as part of e general policy to set 
some limit as to the length of tine during which these 
reserves Should be retained by the local associations? 
&. I think that is utterly impracticable. 

Q. Whet factors would lead you to that conclusion? 
iz. Well, you recall quite well the seven years of crop 
failures in southern Saskatchewan, which ceme over into 
southern Menitoba, where the associations were in the red 
for three or four successive years. You would be in a 


Most embarrassing position if you were required by law to 


kick out all your liquid cash or working capital during 


a depressed period, You would wreck the whole thing. It 
would be necessary to devise some other machinery 1f Ghat 
policy were insisted on. 

Q.- In the event of a lean year, if the retirement 
date of the reserves were fixed you would have to depend 
On the Bbliiby of your organization to borrow, in order 
to retire those reserves, and that might be difficult? 

4,. Well, it: would not be difficult at the moment, but 
when you got into that position it probably would be 

Cir ourt. There is plenty of money to-dey, you cen 
borrow enything you want, but when you really want money 
yOu cannot get it. There 18 nO use in-cutting your 
throat to satisfy some theoretical idea. Our people hséve 
to realize thet if they want this thing they have to take 
cére of it themselves. I admit there is something in 
the thought thet prompts your question, but I cannot see 
how it could be done at the moment, Mr. Arnason. 

Qe The alternative would be to pay out your 
petronage dividends, and then borrow? A. We could pay 


out the patronage dividends to-day and go and borrow 
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it sll back from the farmers, but under the conditions you 
are thinking of, Mr. d4rnason, you could not borrow from 
anyone. 

Pi Mie: ie 2. PARKERS 

Q» I hope to be just a few minutes, Mr. Parker. I 
enell attempt either to simplify this matter a little or 
else to make it a little more complicated so that we shall 
know nothing about it. To begin with, I assume thet you 
read carefully the Order in Council constituting this 
Commission; before you prepared your brief? Tepe. 

Q; find that you realized that what is before this 
Commission is primarily a question of taxation? ei LOS s 

Q. For the moment I em not so much concerned with 
the ancient history of the Menitoba grain trade as I am 
with the present set-up and methods of operation. Let 
Us think of it from that sngle for a moment. An I right 
in saying that its general set-up, its financial structure, 
its method of doing business from dey to dsy and from year 
vO Voor hes been practically uniform during the Last three 
Or Tour or five years, excepting in so far as it has been 
affected by the Wheat Board? Would that be a fair way 
of stating it? A. \Yes, 1 think thet is\correcs. 

Q. At the present time there is in existence the 
Manitoba Pool Elevators thet we have been talking about? 
foe) Coe 

Q. Which was incorporated in 1925? A. Yos. 

Q. 4S an ordinary joint stock company, under the 
provisions of a special Act of the provincial Legis- 
lature--I will leave out the wore "ordinary", but as a 
joint stock conpany? &. Well, we conceive it to be 


a co-operetive. 
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Q. I realize that. And it had at thet time 
suthorized capital? 4. Thet is rient. 
ei ohare capitel? weer Yoo, 


%e It issued 10,000 shares, and they were $1 shares, 


were they not? Feat. LOGI 


Thet is all that was ever issued? A, Shetis (aly, 

Qe The person or corporetion that received those 
shares wes the old Manitoba Pool? He Right. 

Q. Which itself was a corporate body? A. Correct. 

Q» and the Manitoba Pool paid into the treasury of 
Manitoba Elevators that sum of $10,000 in cash? A, Yes. 

Q. For those shares? Be i LeSy 

Q. snd Menitoba Pool Elevators still has that cash, 
somewhere? and by 8 statute later on the shares were 
wiped out, were abolished, and this 10,000 wes declered 
as a membership fund in the hands of the Manitoba Pool 
Elevators? fie) LOS 

Q- So by statute that becane the money of Manitoba 
ROOL Elevators ,. did. it not? 4. I guess that is right, 

Qe 4nd it has remained there ever Since: inthe. 
capacity, as far as you are awere? dies WAS Sar ee an 
aware. I do not know whether that is legally correct. 

Q- At that time Manitoba Pool was the only member 
of Pool Elevetors, was it, apart from one or two who ney 
have had e qualifying share as directors? tei yl 
think that is right. 

Q- 44nd that is the only menber that Manitoba Pool 
Elevators ever had, excepting these associations which 
became members later on? Bua Leh as Correot, 

Q- So the membership of Manitoba Pool Elevators is 


to-day and hes for some years been the associations, sand 
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the associations only? me “Loe. Te eorrect, 

Q.- Because Manitoba Pool has long since gone into 
bankruptcy and ceased to exist? ie) LOG te COPretu, 

2» We have got that much clear. Will you tell me 
what the associations do in order to become members of 
Menitoba Pool Elevators? What makes them members? 
fj. Well, it is merely a federation. Their membership 
involves simply the purchase agreement and operating 
ogreement between the Pool Elevator Company and the 
local association, We heve filed both of those with you. 

Qs Levous get that straicnt, ach essociation 
that becomes a member of the Pool Elevators Signs two 
agreements? Ae) Less 

Q&. The two that you have spoken of here to-day? 
fA. Yes. The first is a purchase’ agreement. 

4 A&A purchase of what? A. Purehase of the local 
facility, the country elevator, which they buy. 

qa» They agree to purchase from Manitoba Pool 
Bievators their’ local elevator? A. Yes; on certain 
terns. 

Qs Which are setout in’ thet a€ereement? A. Yes. 
And the other agreement is an operating féereenent. 

Q- The agreement under which the association 
purchases from Manitoba Pool Elevators is turned back 
for Manitoba rool Elevators to manage? iu. They 
designate Manitobe Pool Elevators as msneger,. 

Q. It is an agreement under which the Pool becomes 
the manger of the elevator which the Pool has just sold 
to the association, is that correct? A. That is correct. 


Q- So to find out the method of operation as 


between the central company, the Menitoba Pool Elevators, 
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and the association, we look to those two agreements? 
fi. YOS, 

qe Assuming that each party lives up to the terms of 
those agreements? bie AOS 4 

Q.- And there we shall find in detail the manner in 
Which the associations, on the one hand, and the Manitoba 
Pool Elevators, on the other, should be carrying on their 
business? Is that a fair way of putting it? He » Thetis 
correct. 

Qe To what extent, if any, has Manitoba Pool 
Hlevators carried on business outside or in addition to 
Or on terms different from those set forth in those two 
agreements? iz. I do not know hardly how to answer 
that question, Mr. Parker. I do not think we have carried 
on any outside business except the two or three small 
things that Mr. Fillmore referred to. 

Q. df you say you have carried.on no business, no 
operations, other than as set forth in those agreenents, 
that is one answer. But if you have carried on business 
other than that, tell us whet it is? as No, ithere is 
nothing that I know of, outside of what it is authorized 
to do under that operating agreement. 

Q- Under the terms of thet agreement--I presume 
they have been enumerated before here to-day, so we need 
not go over them--the Manitoba Pool Elevators manage these 
individuel association businesses? Ass dhe manager of 
the Pool Elevators company is designated to be and 
accepted as the manager of each local, 

Qe In actual fact, from day to day and month to 
month end year to year Manitoba Pool Elevators are what 


we might call professional expert managers of the 
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locél associations? 4A. Yes, of the technical business; 
but the local board has got a £000 dees. of control. 

wen de know, but that as practically your business, 
manager of this series of local associations? fee © YES. 

Qe You have no business of your own other than that? 
f.. No---pardon me, except that seed plant, 

Q.- We will come to thet in a moment. TI am speaking 
now of the grain proper. fz. Right, no business outside 
of that. 

ve AS Hlandger of all these associations, does 
Menitobe tool Elevators get paid for its services? A. No. 

Geiok® goesetot?) oh. «No, 

Qe Not a cent? It works for nothing? It gives 
all its managerial services for nothing? fe (Noy they 
agree to pay-- 

ae dust listen to the question, please. You carry 
on as meneger of all these associations, you keep the 
books and do the managerial work. i, am asking .you 
Simply if Manitoba Pool Elevators renders that 
manegerial service for nothing, or does it receive 
remuneration for it? i.e Lt. receives exactly the 
émount of remuneration it expends for the service,» as 
provided in the agreement, which enumerates the things 
it shall do and who shall pey for them, 

Q.- It renders its services at cost to those 
individual essociations? Kay Thatyda-cpwicht, 

g- That is provided for in the agreements? A. Yes, 

Q.- And you say those provisions in the agreements 
are carried out to the letter? Ae Absolutely. 


Qe <&part from rendering this managerial service to 


the associetions, what other type of business is 
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Manitoba Pool Elevators engeged in? You started to say 
Something about seed. Aj I mean legumes and coarse seeds; We 
just accept the raw product and put it through the 
cleaners and grade it up to what is required under the 
FPisnt Products Division snd sell it for them. 

Q.- Does the company get paid for what it does? 
4. Their out-of-pocket expenses. 

Qs Whet does it charge its losses up to, then? 
4. We charged the losses for the first two years up “bO 
the contingency reserve. 

Q. Of the grain trade? A. Yes; and the members 
were almost identically the same, grain and seed, 

4° SO up to date you have made no profits, and 
whet losses you have made you have charged up to the 
associations? fie. VES 

Q.- in the course of your management and down through 
the years Menitoba Pool Elevators has come into possession 
of and is now in possession of--I am not talking about 
Ownership; I am using the word "possession" purposely-- 
of large sums of money? He eres * 

Q-« That has been gone over here to-day, and we 

need not go over it again. We know from whence they 
came. They are in Manitoba Pool Elevators! hands or 
custody or possession? A. bce 

Q- You have told us to-day more than once and have 
Stated in your brief that they ere in the possession or 
custody of Manitoba Pool Elevators as trustees? Ay Yor. 
DP heave said? thet, 

‘4- I want to know on whet you base that statement 
that those funds are in your hands as trustees, Perhaps 


I can help yqu answer it. Is it based on any other 


¢€ 


— 


w 


t - ‘. 
: ~<—s or 
Baw” 


, a 
| 
: 
- ry 
, < 
: 
. 
§ 


oe 


F-19 ~7123- Mr. W.d. Parker 
BL 


grounds or facts than that it is stated in that four- 
perty sereement? Is that what you base that statement 
on? A. I think that is what we base it on, 

Q. Entirely? A, No, not just the four-party 
agreement entirely. You would have to go back to the 
original agreement. 

ele ey ie Cond “Oub Lt ao 1s. “correo t to sey 
biet the Lunds: thet you ere holding or controlding, of 
handling are in your hands as trustees. You say they are, 
but others may dispute that statement, and in order to 
determine who is right we would like to know whet you 
base your statement on. A. I say it is based on 
first the original operating agreement. 

Q. What do you mean by that? As In 1925; when it 
was incorporated, the original, It has been modified by 
virtue of the four-party agreement. That has been 
modified again slightly by virtue of the 1933 supplemen- 
tary and the amendment in 1936. It is those written 
contracts or agreements, if we may call them that, plus 
custom or what we have actually done. 

Q.  You-say it. «ison those aereenents, plus .whatwyou 
have done as described here to-day, that you base your 
statement that you are trustees in control of those funds? 
fa Leake 

Ge Amd wre) understand LG LS oOnwthet eround «that you 
have stated that whether you make earnings or profits or 
surpluses, Manitoba Pool Elevators should not be taxed? 

Do you make that statement because of your position as 
trustee, because any earnings you make are held in trust 
for somebody else? A. Yes, generally speaking. 


QO. Ie thet your. position? A. Theat is my position, 
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2. Let us come to the individual associations. You 
have attached to your brief a copy of the by-laws of one 
of the associations, have you not? Be Yes. 

Qs, You say..i% is typical. I suppose they are pretty 
standard, are they? tiie They are all standard now. 
£ think that is typical of the group now. 

BY THE CHsalRMAN: 

Q. Did you have e brief from the Sanford Association 
at the Winnipeg sitting? ti. NG ged. MOU b. Teron 
Sperling; because I lived at Sanford and was partly 
responsible for the original organization procesdings at 
that point. 

Bi VR dy > T. PARKER 

Qe These associations mentioned in your brief are 
all corporéte bodies? ihe Viey are. 

Q. Incorporated under the Manitoba Co-operative 
Associations Act? he OS, 

Q. I think you have made it pretty Clear, on Mr. 
Filimore has, how the individual grower becomes a member 
of one of these associations. it is by signing the two 
papers that you mentioned a, moment ago--an application 
form and what was the other thing? A. Only the 
application form, that is all he is required to sign. 

Qe And he has to deliver his. grain? fue, ite) US 
deliver his grein and sign the application form, which 
must be formally accepted by the local board, 

Q. 4nd he can either pay $1 down or have it deducted 
from his first dividend? fis. \Yos; they do it both ways, 
Q. Are those associations or any of them doing 
business, that is handling grain, for others than persons 


who are members? buf VCS: 
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Qe 4nd have been for sone years? Ae OXYSS. 

%- That is a common practice with them ell? &. Well, 
they have all got a public licence, 

Qe I understand that. I do not care why they are 
doing it; I am merely asking you whether as a matter of 
r fact they do it. Ae) Uney ne 
Q. And a very large volume of what they do is none 
menber business? Ae Noi 

4. &4re the accounts in the associations? books 
carefully kept, so that you are able to ascertain the 
| anount of business done by members and non-members? 

&. Yes, we can tell you that at any time, 

4%. How does it run, roughly? A. I have recited 
2D Une Pricer that it is°97 point something per cent, and 
1 8aid verbally that «as to-day it is 99 per cent plus, 
that is member business. That is the over-all picture. 


| 2» But are there some individual cases where to 


your knowledge there would be e variation? He There 'is 
@ variation, but I can say to you that there is none of 
them less than 88 or 89 per cent. 

We thet 1s, S8.pen cent Of the total?. 2, No, but 
of the requirement under the A£cet--peardon me, you are 
getting me balled up. It is 88 per cent of the total, 

Qe Sometimes we ere not certein whether it is i230 
per cent of the total business or 20 per cent of the 
member business. the I think one or two are around 
87 or 88 per cent, and the rest are ell over 90, There 
are obviously only three or four in the lower position, 

ae Have you @ copy of the epplication thet new 
menders sign? fis i Heve not, no. 


MR. SCARTH: Il will file one with the Commission, 
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BY MR. E. T. PARKER: 

ms Perhaps. you can tell us roughly what the applica- 
tion seys? J oSUOW Itoi es nob oul te proper to ask you to 
give evidence as to a written docunent, but perhaps in the 
circunstances you night be allowed to tell us the effect 
of the application. A. it is pretty simple. It says 
Something like this: "qT hereby apply for membership in 
the blank association and agree to subscribe to the by-laws, 
rules and regulations," it. 28 very simple 

xv There is no obligation on the applicant's part 
to supply his wheat? Ad NOd 

%e 4&nd in the acceptance of it nothing is said to 
place any obligation on the association's part towards 
hia, other than as we find it in the by-laws and charter 
of the association? we net os correct, 

Q. Now we come to the by+laws of the association, 
as to your association's obligation to hendle those 
surpluses. I Gouda refer you to by-law No, 39, on 
page ll, which says that any surplus arising Prom the 
business of the association shall be distributed wholly 
or in part among members in propoertion to the volume 
of business done by each with or through the association, 
and may be paid immediately in cash or may be credited 
to the member's account on the books of the association 
and retained and used by the association without interest 
for such time as the directors in their absolute discretion 
may decide to be edvisable and in the interests of the 
association, and may thereafter be paid to the aenbers 
as the directors by resolution authorize. Can you 
point to me anything in the associations! charter, in 


their by-laws,which enlarges that provision, which will 
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indicate in any way thet the member has a right to that 
Surplus other than by the grace of the directors, at such 
time as they may see fit to make it aveilable to hin? 

4. No, as far as I know there is not. 

a+ You would probably know, if there was? 
ae UoeRemay ros pit cht So di heave foreotten it. i 
have just forgotten whetuer the new by-laws put any 
modification on that or not. I remember definitely 
why that clause wes worded in thet way. 

Q- I do not want a misleading or misunderstood 
statement. Tfsthereyis any “posBibility iofvthet tlause 
having been modified to change those obligations, I want 
to know, he 1 tiinkithat be correct weit (ie 

MR. SCARTH;: I think you asked him a double-barrelled 
question, 

MR. E. T. PARKER: 1 dx) Not intend toe net, 

MR. SCaRTH: I think you asked him first whether the 
member had any right ae Surplus, and then whether the 
directors could decide the time at which the surplus 
would be paid out. I do not know whether the witness 
considered it in both ways. 

BY MR. Bs “2. PARKER: 

Q.- What I wanted to find out was if there was any 
other by-law anywhere which would cut down or enlarge 
upon what is stated there. Ase) There ts Note in jour 
by-laws, Mr. Parker, but have you read the Supplementary 
and amended supplementary of 1933 and 1936? 

Qs Re Gi what? i. &greements. They are 
attached to the brief. 


MR. SCaRTH: They are quoted in the brief. 
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BY MR. E. T. PAUKER: 

%e Lana little confused. How dco those agreenents 
affect the member who may have Signed his application 
last week? 4£. Those agreements have been properly 
Signed and sealed on behalf of the company and the 
association, and they are binding. 

qa». Upon a new menber? 4. Absolutely, At least, 
we always interpreted it thet wey. Legally, L do not 
know, 


ee) 
“ye 


I think you stated that the only way @& person 
could become a menber was to Sien an application; 

&. and to abide by the rules, regulations and by-laws 
of the association, 4nd in the rules I interpret that 
we include the Supplementary agreements. But those 
agreements are quite Lees it character, and I may be 
wrong. 

¥- You say that s member joining your association 
now, by signing that epplication is making himself bound 
by the by-laws of the eet ee and also by those 
egreements? &. Weld, that is our interpretation, We 
think he is] Thet interpretation is backed up by 
precticde, 

Q. That is what I was coming to.’ The agreements 
will have to speak for themselves, We have heard quite 
@ lot about practice from witnesses who apparently attempt 
to argue that members have certain rights to get reserves 
because of the practice of the directors never to refuse 
them when they are asked for. Peraspe 1 should not put 
oie bo -you, as it may be a legal question, but you do 
not consider that as GOnTerring 6 right on the member, 


do you? A. Maybe not in the legal sense. om 
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Qe That is the Situation, anyway. At. thet 
is the situation, 

Qs Near the end of your brief, on pages 16 ana 
17, you make an argument which I do not quite 
appreciate, My learned friend and you had some 
discussion about these Denefits that the company has 
conferred on the community in general, As to-the 
benefits which you suggest have been conferred by your 
company on the community by reason of the items that you 
have specified there--things which Mr, Fillmore suggested 
his companies were doing equally Wwell--you will agree 
that those things have absolutely nothing to do with the 
question before this Commission? As Those things that 
were Specified, no, 

Q- Then what was your point in putting them in this 
brief? Just a little padding, I suppose. He ONO} 
it was not, Mr, Parker, I had e sincere reason for 
putting some sas ips. things in that brief, We tried to 
Show that what the company is seeking to do ig to build 
up a citizenship within the country. 

Qi I understand, J eaonOt: think anybody questions 
that you are doing excellent work; nobody has ever 
questioned that before this Commission, But I want to 
know whether there is the Suggestion--and if so whether 
there is any Substantial body of public opinion agreeing 
with it--that because of these very fine things the 
aes ociations ao-in the community, by reason of the money 
they spend in doing these things, and so on, they should 
receive some consideration in the matter of income tax, 
Do you agree with that? A. No, I do not agree with 


Pnat. 
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Qe Therefore, it has nothing to do with the question 
of taxetion? me ONG, 

«+ Likewise when you make an argument that the farmor 
has had a hard time because of climatic conditions, that 
has nothing whatever to do with the isa titer of taxation? 
As IT think thet definitely has a moral influence, I 
think that this Commission is Studying this problen not 
from its legal aspects, not from any discrininatory 
aspects--of course, all income taxes are discriminatory 
in character, that is obvious--but the Commission is 
Studying it from the point of view of the social impli- 
cations of the business being conducted and the ultimate 
impact of the tax when it is imposed, There is nothing 
ieeed an To. 

a» Can that question be affected by climatic 
conditions? A. To this extent, that the farmers are 
very vitally effected by climatic conditions, and- they 
have attempted throtigh these organizations of their own 
to lessen their costs of production, We have been asked 
and encouraged to do things of this kina; Now, when we 
do them and we throw out those huge sums, there is a 
Pipsest ton that they should be taxed away. Well, why 
go to the bother of trying to benefit your position 
if someone is taxing it away? Where would we get the 
God-given right to set outselves up as @ taxing agency 
for the farmer or anybody else? Why should anyone 
determine that one cent a bushel or three cents or five 
cents a bushel extra should be charged to the farmer in 
order that we might try to make ourselves look patriotic 
by paying that over as income tax? That is the way 


Mo JOO et it. 
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BY THE CHsaAIRMAN: 

%e You will admit, Mr. Parker, that there are quite 
& few legal tripwires that have to be looked after? 
ite OD, ves, 1 ein NOt giving complete approvel to every- 
tiie a this country that calls itself co-operative; 

BY MR. EB. Ty PARKER: 

&- I want to revert to those handling charges. It is 
pretty clear thet they were reduced last year from threc 
cents to one cent? ta eer 

Q. I think you told us that three cents or even 
five cents is less than cost, actually? Gow) ike ote 
were the only revenue it would be less than cost, 

%- In other words, if the handling were Operated 
Separately as a department and stood on its own feet, it 
would take more than that to make it pay? The t is what 
you mean by that? i. That is whet I mean, 

2. I take it, then, that the storace charges are 
Cerrying the underoharge on the handling? As I Cennot 
quite answer that. 

4+ Do you want to say anything about it? Awe Yess 
I do not think anyone, even those who have been in the 
elevator business a very long time, people who know far 
more about it than I do, can determine just what the 
relationship of the Storage charge to the handling charge 
Should be, The presidents of two of the largest line 
companies who met before the Board of Grain Commissioners 
made out a very good case as to why the storage charge 
Should be 1/30¢ per bushel per day this year, and I 
presume that they thought it should be that much, in 
view of the risks that they were taking. We thought it 


Should be 1/60¢. Now, I cannot reconcile the two 
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figures. The men I am referring to were old men in the 
grain business before I knew what grain was. LT doenst 
think you can say that one operation is carrying the other, 


I have pointed out that we have attempted to lower both 


4« The two combined gives you 4 surplus, do they not? 
Pe VSS. But they themselves are not all the revenues 
that accrue from the handling of grain. 

ws Do you say thet the storage charges and the 
handling charges if put together in a compartment would be 
less than the cost of the two operations combined? 
in other words, is it not true, as I suggest, that the 
Storage charges do carry the handling charess,; oryat 
Beast tare high enough to do that? &. We could have 
washed out the handling charge entirely this year and 
Str liv been ell right) 

Qi That is scarcely an answer to my question. 

A, I cannot say. 
\- If you cannot say, we will let it goi A. We nave 
attempted to keep a balance. 

Qe i was wondering, when you found your revenues 
were up, what induced you to lower voluntérily the 
handling charges instead of the storage charges. Why 
did you not lower the storage cherges instead of the 
handling charges, or both? What wes the deciding factor 
there? “A. (I do not know that there was any deciding 
Tactors We had asked for 1/60¢ for the storage charge. 
It was obvious thet our competitors would not agree and, 
as 1 explained, we compromised on 1/55¢. We just came 
to the conclusion that it was no use in trying to come to 


an agreement. 
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Y» But you said your handling charges were reduced 
2 cents? A&A. Yes, That was of more immediate benefit 
to the farner, 

Qe AS a matter of fact, did you ever consider the 
storage charge at all from the point of view of whether it 
Should be reduced? le Yes. We considered lowering then 
both. 

Q. You spokes about a mortgage which is hela by the 
members. I am mentioning this merely for clarification. 


I do not quite get what you mean by that. Lube OU 


miLeht -notiGaliud tire mortgage, in legal terminology, 


held by the members . 

Q. The mortgage is on the terminal elevator? 
A. Yes; 

Qe That terminal elevator was bought by somebody. 
Who bought it? AY The Manitoba Pool Elevators 
bought it. 

Q- The Manitoba Pool Elevators bought it, and not 
having the money to pay for it Manitoba Pool Elevators 
gave a mortgage? iy 16S, 

Q» Gave the vendor a mortgage? A. NGSi 

Q. And thet vendor still holds that mortgage, there 
is still money coming to him? Wiss No, he has been paid 
orf entirely. 

Q.» Did he assign the mortgage to anyoody when it 
was paid off? A. No. 

Q. Was it released? Ae I do not know whether 
you call it released or discharged, 

Q. What is its status? fue I have forgotten 
whet the total amount was, but it was roughly half a 


million dollars, 
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The amount does not matter. A. We paid him in 


full and got a receipt for the Honey and destroyed it, but 


we did not do that until we went to the people, the 


farmers themselves, and asked them if they would care to 


lend money for that specific purpose, 


las 


ye 


the nortgage? fue 


To put you in funds so thet you could pay -orr 


Yes, to give us their funds to pay off 


the mortgage, and they would be repaid in five equal 


SImued 1nstadments. 


ye 
members 
Aw aties 


CF 
members 


iw eres 


In other words, you borrowed the money fron your 


and then you went and paid off the nortgage? 


Menitoba Pool’ Elevators borrowed money from its 


to the extent required to pay off the mortgage? 


4nd that is still owing to its members? A, Yes. 


ISsi 0. dearings interest? fie LOS gue Per cen uy 


You are paying that every year? Ay Yess 


And reducing it? f.. Yes; we have made one 


peyment.off it. 


Qiaee 


of surplus earnings? A. 


Qe 


mortgage? 


You ere paying the interest and reducing it out 
No, 
Where are you getting the money to pay on the 


&, Depreciation taken on the elevator, on 


the terminal, 


Os 


Who owns the terminal, Manitoba Pool Elevators? 


4&. That again is a legal question, 


vox 
xe 


office, 


Who has the title? 4&4. The title rests in our 


It is in the name of Pool Blevators, and Pool 


Hlevators is owned by these associetion, 


Mivoda TD, 


PARKER: I cannot mix it up any more. 
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BY MR. ELLIOTT: 
a+ Were those loans obtained from the members on an 
individual basis? { am speaking now of the loans 


obteined to pay off the mortgage, Could any member 


lend any amount that he Wished, or was the money obtained 


from the members in some other way? A. It was 

obtained in that way end in cnother Way,’ Mire HL ovr, 
Some of the associations voluntarily said, "We will 

take a certain proportion cof the cash that is immediately 
available to us and apply it against the loan," The 
allocation was made and every member in that was was 
hotified of the amount of his loan Gnd the rate it was 
beering and the date it would be repaid, In some other 
instances we had individual esnounts Sent in to the 

office by cheque to be devoted to that purpose. 

Qs Vis. thie: odin payable as of some one date? 

4. Yes; it is payable on the last day of the calendar 
pears. (8S WD recei ft, 

Qe That is the interest? A. The interest 
Started on January lst, 1944, The first payment was 
made some time around Christmas, or at any rate some 
time in December, 1944, 

Q. The contract bears a definite terminating date? 
h Ves. 

Q. There is a sentence on page 17 of your brief 
that I wanted to ask you about, It is really a 
Submission rather than a statement of fact, and if you 
can elaborate on it I would be glad to have an 
explanation, The sentence is this: We Submit that 
any income tax and excess profits tax collected from 


any elevator company is actually paid by the farmers 
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who deliver the grain to that elevator," What do you 
mean by “is actually paid"? it is not, literally true, 
and I am wondering what you mean, Ae Well) 2 suppose 
it has no basis in Stlecslieresumer tei, Ld lot ty 

Q. I amnot a lawyeri A. As a farmer, as I 
look at it, if we paid an ordinary elevator company its 
operating expenses and a fair return on capital to take 
care of its depreciation wWe would be Satisfied, but we 
have been paying for these elevators at normal and 
accelerated depreciation for the last forty-odd years 
end we never owned then, Event ally we have resold 
them to another group of shareholders and started to 
pay for them all over again, Now, our point is that 
we keep on paying, generation after generation, for 
elevators that ere forty and fifty years old and must 
heve been written off once or twice or three bimes, and it 
looks to us as if we are continuing to pay not only the 
operating expenses and a return on capital the first 
time, but we are providing all the profits over and above 
that. 

Q. But this sentence says that the farmers pay 
the income tex and the excess profits tax collected fron 
any elevator company? i, Bocause 611) their profits rare 
made on the grain, and as a secondary industry I do not 
think they are entitled to anything except a reasonable 
return on the original invested capital. 

Q.- But a charge is made by an elevator that is not 
in that year making any profits or paying any taxes, 
much the same as the charge made by an elevator that is 
making profits and paying taxes? Lust Sey 


Q. In the one case, evidently, from the charges 
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made to the farmer no money goes to pay income and excess 
profits taxes. But in the case of the elevator that is 
making profits, the money must come from there to pay the 
CAXES « is SL COMES OuUMrOL “tine, Orein gin our opinion, 

@. iI am still not clear as to the exact meaning you 
intend us to take from that statenent with regard to income 
tax and excess profits tax. Ae  dormot think i dan 
make it any plainer. I will admit it has got no basis 
in law--f do not know much sbout law, but I admit that 
quite frankly. im my opinion the grain is the primery 
thing. 4n elevator company is a service organization, 
and any money that comes to it over and above its 
capital and operating expenses is profit that has accrued 
to it out of the value of the grain, as we see it. 

Q.- Your point was not that if the indome and excess 
profits taxes were increased the fatmers would get less 
for their’ grain? Ae No. The farmer's pres nad 
Nouhing. To do wah 1b, | 

BY MR. VAUGHAN: 

Q. &S to the loans that you referred to, were they 
made entirely voluntarily by the members, or was there 
some resolution by an association steting that its members 
Spout ao So and so? Ae A pertveor it was: voluntary, 
came from some “individuals, but. the major. proportion 
came out of the cash patronage dividend immediately 
available .for distribution, At the local annual 
shareholders! meeting the members themselves took 4 
look at it and said, "We will reinvest $500" or $1,000, 
as the case may be. They named the amount definitely. 

Q. Hach member had to subscribe some, did he? 


&. Hach member of that association, but not of all the 
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associations. Some of them turned it down and took oneal 
their money out. If there was a minority which did not 
Went to go into this, there was no compulsion in respect 
es When an association went into PU yt WES “Tot: Ss 
majority vote, but I should say it was 4 unanimous vote, 
Qe I wondered if there was a little bit of 
compulsion? Aus No; I say frankly that I do not think 
So, because the Smallest minority would discourage the 
majority from doing that, It was a matter of voluntary 
agreement, 

BY MR ee Tt) PARKERS.” 


We 


In whose name are the sales of the grain made? 
4. In the name of the trustee. 

Oe MRS MEPS tes? . A. No: 

Qs| There is nothing on the fate of it to indicate 
that? PO, OL) Be thine? 

Q. Perhaps this is a question of law. Who is 
liable-- 

MR. SCARTH: I think my friend should be careful 
not to go too far, 

MR.>-E. T, PARKER; Ew Ley y pet 1s ag. thank yous 

THE CHAIRMAN: Mr, Steer, have you any. questions? 

MR. SPTERR: No questions, SRE ae 

THE CHAIRMAN: That completes this brief, a se 
agreed that we shall adjourn until Monday morning at 
LO oe Hook ¥ 

At 4.50 p.m. the Commission adjourned until Monday, 


Hora, 30;-at 10 a.m. 
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ROYAL COMMISSION ON COOPERATIVZS 


The Commission appointed to inquire into the 
present position of cooperatives in the matter of 
income and excess profits tax, organization and 
business .ethods and operations, and the comparat- 
ive position of persons engaged in business direct- 
ly competitive therewith, met in Ottawa, on Monday, 
April 30, 1945, 


eR Ry aR 


PRESENT: 
The Hon. Mr. Justice ERROL M. McDOUGALL, Chairman 
B. N. ARNASON 


he eT OvT ) Commissioners 

J. M. NADEAU ) 

J. J. VAUGHAN ) 
Bugene T. Parker, K.C. Counsel 
Major H. D. Woods) Associate 
J. A. Chapdelaine) Registrars 
Colonel G. W. Ross Executive 

Secretary 


APPEARANCES: 


Py Bali lbiken, KsGu).) Saskatchewan Cooperative 
) Producers Limited, 
) (Saskatchewan Wheat Pool) 


M. M. Porter ) Alberta Wheat Pool 
Ben S. Plumer ) " it if 


Be Os Scarth ) Manitoba Pool Flevators 
W. Jd. Parker ) it of it 


G. H. Steer ) 
By Ie Orittin 
Je BE. Brownies ) 


United Grain Growers Limited 
if et ‘f a 


‘fT 7 i? vf 


W. H. Howard, K.C. ) Northwest Line Elevators 
Cecil Lamont ) it i" it 
W. Pb e Fillmo 1S ) if i? wv 


W. B. Frances ) Group of Cooperative 
Associations 
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Ottawa, 
Monday 
-7141- April 30, 1945, 


The Commission met at 10 a. m., Mr. Justice 


McDougall presiding. 


MR. PARKER: We proceed this morning with the brief 
of United Grain Growers. Mr. Steer, I believe, is in 


charge. 


MR. R. 3. LAW 


et ces pmi 


President and General Manager, 
United Grain Growers Limited, 
having been duly sworn 
testified as follows. 


BY MR. STEER; 
Q- You first became an official of United grain 
- Growers in 19209 Pig WU 

Qe And in 1930 you became president and general 
manager? Ae Yes 

Q.- And have occupied that position since that time? 
A> -Y6s), 

Biter aoa? 1 ORG! T understand, you were farming in 
Southern Alberta? Be VOR. 

Q- Since 1911? Hise WEL 

Q. And prior to that you were in England where you 
were connected with the National Farmers Union? 

A. I was farming in England before. 

Q.- And had an official connection with the ° Farmers 
Union? Sry fess. : 

Q- This submission that has been filed on behalf of 
your company was considered in draft form by the board 
first in January of this year? A. January 9. 

Q- Certain instructions were given as to its final 
form and the final draft was approved by the board about 


the first of March of this year? bao Yes. TG was the 


Pa 
iine 


TTS Y 7) 
Ai : i 
> Lak 
an . ’ 


a ped 


2 A 
' se: et 7 
: ; YF is ch ys DN , 
sides 2 shee ee a 


ae Dhan & Ear © ‘ ; tt ae ies 


A Op de coe Coleehmey agg 4 


ud ‘> ; 
Lo on dh Vitis ¥ ; a us 4 ie a ee uk 


« 
ve , oe 


SF at 7 * Le 
yrs a 7 ‘f bi a tad} ithe ci ye 
. i ear.) i 
‘4 a” 4 , 4] ve 


a 


Ly, cocoa nko Bae Be 


Sisk mr} 


rye 


first of March. 

Q- Will you read the submission. Vou Me. DrLat 
reads: 

"I Introduction 

"United Grain Growers Limited is a cooperative. [t 
is farmer-owned and controlled with a membership of 
approximately 35,000 prairie farmers. Originally incor- 
porated in 1906 as The Grain Growers! Grain Company Lim- 
ited, it now has a record of almost forty years of success- 
Poy Oe ra bao.) bb. i's;) in fact, one of the oldest co-~ 
operatives in Canada. It is also one of the largest. 
Information as to the activities of the company as a co- 
Operative is available in the annual report on cooperatives 
published by the Department of Agriculture. 

"The company is a direct outgrowth of the farmerst 
movement in the early years of this century. It represents 
Piers wettort of that movement to improve the position 
of the western farmer under the difficult and trying con- 
ditions of pioneer life on the prairies by directly enter- 
ing the commercial field of marketing and handling grain. 
The accepted authorities on cooperative development in 
Canada have made extensive references to it and to the 
services it rendered to western farmers in improving con- 
ditions affecting the marketing of grain. It pioneered 
the field of cooperative handling and marketing of Live- 
stock. It differs from the majority of cooperative 
enterprises in Canada in that it is engaged both in 
marketing its members! products and in the distribution 
of such necessary farm supplies as coal, flour, feed, 
binder twine, salt, wire and other like commodities. 

In that ficld it was also the pioneer. It constitution 


and form of organization conform as closely to the Roch- 
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dale plan as that of any other large cooperative and cer- 
tainly represents the adaptation of that plan to condi- 
tions prevailing on the prairies in the first twenty 
years of this century. 

later on, on fyage Seventeen, we make reference to our 
conception of the Rochdale plan. 

"The company is unique in that it is the only co- 
operative producerst organization incorporated by special 
Act of the Parliament of Canada, Having regard to the 
fact that parliament passed that Act, and particularly wo 
certain provisions inserted therein by parliament as late 
as 1941, it may be assumed that the Act fairly represents 
parliament's conception of cooperative organization.’ 

On pages fourteen and fifteen we refer to these "“cer- 
tain provisions.* 

"The company is also unique in the length of time and 
extent to which, as a cooperative, it has paid income tax. 
Its action in this respect and its attempts to secure 
equality of tax treatment with competing cooperatives will 


be referred to later, 


If - The Company's Business 


"The company owns and operates 529 country elevators, 
mainly in the provinces of Manitoba, Saskatchewan and 
Alberta, with three in British Columbia. It owns and oper- 
ates a terminal elevator at Port Arthur with a capacity of 
9,500,000 bushels, with temporary annexes adjacent thereto 
with a capacity of 4,000,000 bushels. Te talee operates 
under lease a terminal at Vancouver, with a capacity of 
&,600,000 bushels, and another at Victoria, B.C., with a 
capacity of 1,000,000 bushels. For the establishment and 


conduct of such an extensive elevator system, large sums 
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are required. The balance sheet of the company shows that 
at the end of the last fiscal year it had invested 

$11 ,847,441.00 in capital facilities. That amount does 
not include $1,125,000.00 Spent Sinve 1941 on temporary 
storage annexes adjacent to country and terminal eleva- 
tors. Funds for the creation of these capital assets, 
beyond the amounts contributed by members, were not 
obtained by deductions from the proceeds oF the sale or 
memberst grain nor by holding back cash represented by 
deferred payment certificates, but by building up 
reserves and using the same to extend services to pas a 
throughout the west. 

"The company has borrowed extensively. Outstanding 
bonds now total only $2,600,000.00, but the company's 
bonded and mortgage debt has, in the past, stood as high 
as $5,000,000.00. Due to a good credit standing, the 
company has issued bonds at rates comparing favourably 
with those prevailing for other industrial bonds. The 
last financial statement shows bank borrowings of over 


$10,500,000. These have sometimes been over $20,000,000. 


"The company's activities may be described under 
four headings: its grain business, its farm supplies 
business, its educational and cultural work and its 
incidental business. 

"Grain Business: 

"During its first six years the business of the com- 
pany was largely confined to selling on commission grain 
consigned to it by members and patrons. Occasionally it 
bought grain in carload lots for subsequent resale. 

Some business is still done on the commission basis. 
"In 1912 the company entered the elevator business. 


A complete elevator system receives grain in wagon and 


Fran vas edad’ 


ta : AK a ee aie as 


ve Bay 


re 
Ne ae ji a rH 


ite o g 


j wT 
ah 
. ay Pe 
’ . 
» a 1 , 
F Ne: 4 
Pa *y . 
, 5 
Ae , 
i a 
Sl yon 
“ 
: : ; 
Stay s 
eats 
aa 
oe 
ee a Wiehe 
’ 
i 
‘ 3 ’ ' 
r ere! + 
' 
. ... 
: te é 
i . 
Tt a 
i 
1 a 
ti < : ae 
‘ 2 
= th : etal at 
. te has 
. 
© be 
‘ ee ie ~ 
iH + ree - 
7 re ' a 
ey 
mor 
ae 5 E ey 
se J 
Be 
wv Pa * 
4 : 4 
x Ch, iJ 
fh 
. = 
: 2 Pix ieee 
ce wy . ie. Fie. 
e ye 
ma ¢ 
Aas ie : 
Pye my ee he 
Hitt ened 4 


truck loads at country elevators and discharges most of 
it from terminals in cargo lots into the holds of lake 
vessels or ocean-going ships. The entry of the company 
into that business meant handling and storing grain at 
tariff rates. In addition the company has operated as 
agent for the sale of grain, and as principal in buying 
and selling grain on the open market." 

That preference to principal merely refers to the 
fact that we are buying and taking possession of. erain. 
"Tt has also acted on behalf of The Canadian Wheat Board 
in receiving, handling and storing grain, and in making 
initial payments therefor. Until that board was estab- 
lished in 1935, the company operated in the open market. 
At first farmers valued highly the right to have their 
grain handled and sold as special binned, 1x80, With its 
identity preserved in special bins in country elevators, 
so that it could be graded in carload lots by government 
inspectors. Gradually, with improvements in elevator 
Service, including both grading at country points and 
prices offered there, farmers came to prefer to dispose 
of their grain on a cash basis at country points. with 
respect to such grain, this company has been accustomed 
to join with other elevator companies in a daily broad- 
OSct oloprices,offered,.for theninformation bother ‘the 
general public and of elevator agents. The usual pract- 
ice has been to make contracts for forward sale to avoid 
risk of changes in price levels. Such forward contracts 
have in the past been largely made through the Winnipeg 
Futures Market. With respect to grain not acquired on 
a cash basis, which is handled or stores in elevators, 
tariffs are set annually by the Board of Grain Commis- 
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That is provided for under section 83 of the Ganada Grain 
Act. 

"Any company may operate on lower tariffs by filing same 
with the board.* 

That is also provided in the same section, 

"Hach company knows the tariffs under which its competit- 
Ors are operating. 

"From the inception of The canadian wheat Board in 
1935 until September ‘27, 1943, with the exception of a two 
year interval farmers had a choice between delivering tneir 
wheat to the board and selling on the Open market. Asa 
rule they chose the latter method during such times as 
Open market prices were higher than the initial payment 
offered by the board. On September 27, 1943, open market 
trading in wheat was suspended by the government and 
thereafter all western wheat went to the board. The 
elevator company receives, pays for and handles all wheat 
as agent for the board under an agreement, the terms of 
which are usually settled annually in conferences between 
the board and the various companies. We have always been 
assured that these are uniform in terms. 

"Since March, 1942, all flax deliveries at country 
elevators have been purchased by the company for account 
of the Canadian Wheat Board. Oats, barley and rye are 
Still bought and sold under open market conditions. 

"Meeting one or more competing companies at the 
majority of points at which it has elevators, the com- 
pany is aware of the business methods of its competitors 
and can therefore say that except for that period from 
1923 to 1930 when the wheat pools operated on a contract 
pool basis, the methods of operation of all companies, 


including the pool elevator companies, have been alike. 
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The grain business is one of the most competitive in cCan- 
ada. It is also one of the most closely regulated. fhe 
effect of competition, of The Canada Grain Act and of 
board regulation is that business methods of elevator 
companies whether cooperatives or mt must be much the 
same, 

"This company, through its association with the CGana- 
dian Council of Agriculture, as wellas by independent 
action through the Grain Growerst Guide, played a consi- 
derable part in shaping and securing amendments from time 
to time of The Canada Grain Act. It has claimed and it 
has been accorded credit for much of the improvement in 
the grain and elevator business which has undoubtedly 
taken place over the years. That improvement has taken 
place is evidenced by the fact that in contrast to the 
experience of previous commissions, practically no com- 
plaints as to country elevator service were received by 
the Royal Grain Inquiry Commission of 1936-37. 

"Farm Supplies Business: 

"The company was the first cooperative to undertake 
in a large way the distribution of commodities such as 
binder twine, coal, flour, feeds, salt, oils and greases 
and other supplies required on the farms. [It diste pire: 
annually, for example, from nine to twelve million pounds 
of binder twine, depending on crop conditions. It owns 
and-operates, a plant.in the city of Edmonton for the 
manufacture of a complete line of livestock feeds, most 
of which is sold and distributed through its country 


elevators. 


"Educational and Cultural: 


"Through a wholly owned subsidiary the company 
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| publishes The Country Guide, a monthly farm magazine, with 


a circulation of 185,000; The publication was originally 
established in 1908 as a weekly paper under the name of 
The Grain Growers! Guide. It is well and favourably known 
for its educational and cultural work, as well as for its 
advocacy of policies to promote the welfare of western far- 
mers.‘ 

MR. STEER: I would like to file one copy of that 
magazine and if the board would like to have copies for 
their own perusal I would be Glad to file them, 

THE CHAIRMAN: I think one will be enough, Mr. Steer. 

THE WITNESS: The brief contimes: 

"The company has contributed largely to the support 
of educational and social work among farm people of the 
prairies. It has made annual grants to such organizations 
as The Manitoba Federation of Agriculture, The United 
Farmers of Alberta, The Canadian Council and later The 
Canadian Federation of Agriculture, The Ganadian Council 
for Adult Education, Community Life gchools, conducted 
under university direction in Alberta ana Manitoba, and 
rural extension and research work through the universi- 
ties. Grants of this kina over the years now total over 
$400,000. The company's record in this respect compares 


favourably with that of any other cooperative. 


"Incidental Business: 

"The wholly owned subsidiary, the Public press Limited, 
was incorporated to print and publish the Grain Growers? 
Guide. It also does all of the company's printing and in 
connection with this it does a certain amount of general 
printing. 


"United Grain Growers Securities Company Limited was 
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incorporated in 1918 mainly for the purpose of acting as 
agent in placing and taking care of insurance on the 
various plants of the company and its subsidiaries, and 
on grain handled by the company. Hail, fire, automobile 
and accident insurance is written for farmers and to some 
extent for the general public. 

"Service to farmers has been the cuide to the exten- 
Sion of the company's business. Sales of binder twine 
relate to the harvesting of the crop; other supplies enter 
into the farmers' cost of production. The insurance 
business gives service to farmers and at the same time 
represents a reduction in costs to the company in handling 
grain. In Bngland and elsewhere the conduct of educa- 
tional work is regarded as an essential function of co- 
operatives and the Country Guide is cultural and education- 
al in its objectives. 

"The accounts of the company are presented ennually 
in consolidated form. Copies of the consolidated balance 
Sheets and profit and loss statements for the vast five 


years are filed herewith. 


cs if - The Company's Organization 
"We have referred to the company as the pioneer co- 
operative of western Ganada. This company and other co- 
operatives in the west did not begin as part of a delib- 
erately planned cooperative movement." 
i veter there to cooperatives formed vprior to 
1920. 
"Dhey Sprang rather from what has been described as the 
farmers movement, and along with certain non-commercial 


farm organizations, were founded to solve in a practical 


manner the specific problems presented at different times 
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to western farmers, 

"The early years of the present century were years 
of great expansion on the prairies, due primarily to the 
unprecedented rate at which land settlement was carried 
On under the “cominion free homestead policy. While rail- 
road extension followed settlement westward, and roads 
were hastily constructed, still communication facilities 
were not good and the comparative isolation of farming 
communities encouraged the formation of local farm asso- 
ciations and facilitated the development of central faim 
organizations. as farm economy was largely based on 
grain production it was only natural that grain handling 
and problems of marketing should be the main concern of 
those organizations, 

"Grievances of farmers at that time arose out of 
pioneer conditions as settlement and grain production ex- 
panded more rapidly than the ability of railways to give 
satisfactory service. They arose partly from the slow 
growth of effective competition in grain buying and hand- 
ling in the country. Blevators were needed at country 
points and although the railways at first provided ter- 
minal elevators they did not desire to provide country 
country elevators. To encourage elevator building they 
gave a monopoly of grain handling at country points to 
established elevators, and refused, except in special 
cases, to allow farmers at such points the privilege of 
loading their own cars. (See Patton--'Grain carowers Co- 
operation in Western Canada,t p. 14.) That situation 
inevitably led to abuses and resentment. In addition 
trouble arose from lack of satisfactory provision either 


for regulating the grain trade or for grain grading. 


H-12 ~7151- Mr. Law 


"Three different courses were followed in an endeav- 
our to secure improvement, namely: 

(1) Parliamentary agitation which began in 1898 and led 
to the passing of the first Manitoba Grain act. 

(2) The fonuation of the Territorial grain Growerst 
Association in 1901, the Manitoba Grain Growers! 
Association in 1903 and, subseguently, similar 
organizations in Saskatchewan and Alberta. 

(3) The organization of The Grain Growers! Grain com- 
pany in 1906 due to the development in the member- 
ship of the said organizations of the opinion that 
it was necessary for a farmer-controlled company 
to engage in the grain business. Not until some 
years later was the operation of elevators consi- 
dered, as at that time farmers favoured government 
operation thereof. 

wAs there then existed no adequate legislation to 
provide for the incorporation of a@ cooperative, the con- 
pany was incorporated under the Manitoba Companies! Act. 
From the beginning it advertised its intention to pay 
patronage dividends, but was forced to abandon that 
Impention) tor?’ reasons which will be referred to) Vater’. 
It did, however, obtain from the Manitoba Legislature 
(Manitoba Statutes--1909, C.89) special legislation to 
provide for two other cooperative features, namely: a 
limit of four to the number of shares which could be 
held by any one person and equal voting rights for all 
members, regardless of the number of shares held. 

"In 1911,<the company applied for and obtained a 
special Act of Parliament (C.80, 1911) incorporating the 
Grain Growers! Grain Company Limited. The Act provided 


TOT: 
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"(1) Authorized capital, $2,000,000, divided into shares 
of $25 par value. (s. 4.) 

(2) Only farmers or the owners and lessees of farm lands 
and the wives of such persons to hold shares. 
ba oe} 

(3) No person to hold over Lorty  Shatess. (Sh 5a) 

(4) One man, one vote. (s, 8.) 

(5) Authority to distribute patronage dividends, but to 
Shareholders only, after payment of a dividend on 
capital stock at a rate of at least 8 per cent, and 
after setting aside such reserves as deemed neces- 
sary by board of directors. Cree ee 

"The payment of patronage dividends in this first 
Dominion Act was restricted to Shareholders, notwithstand- 
ing the application of the company to be empowered to pay 
such dividends to both shareholders and patrons. 

"In 1915 the company obtained an amending Act (Stat- 
utes of Canada~--1915, c. 73), giving it the right to pay 
patronage dividends to both shareholders and patrons, 
leaving to the discretion of the directors the rate of 
dividend payable on share capital (s. 6.) That rate was 
later established at 5 per cent. 

"In 1911 the Saskatchewan legislature, following 
the report of a royal commission, passed an Act (Statutes 
of Saskatchewan, 1910-11, c. 39) incorporating the Sask- 
atchewan Co-operative Elevator ccmpany Limited, a farmer- 
controlled company, empowered to acquire and operate 
elevators. The government loaned 85 per cent of the cost 
repayable over’a long term of years. The power to pay 
patronage dividends, to both shareholders and customers, 
after payment of dividends on capital stock, was inclu- 


ded. This company and the Saskatchewan co-operative 
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Elevator Company were for years members, and the prin- 
cipal supporters, of the Canadian council of Agriculture. 

"The Manitoba government brought to an end a brief 
and unsuccessful period of government ownership and 
operation of tountry elevators by leasing in 1912 and 
subsequently selling its line to the company. 

"In Alberta in 1913, the Alberta Farmers! co- 
operative Elevator Company Limited was incorporated (1913 
ist Sess. c. 15.) The Alberta government assisted in the 
acquisition of elevators in the same way as did the Sayk- 
atchewan government. 

"The Acts incorporating these three companies follow- 
ed almost exectly the same basic form of organization, 
vizZe: Share capital with a limitation of smre holdings, 
the principle of tone man, one vote,' and the power in 
the directors to refuse their consent to the transfer of 
Sierecs (They differed only in detail, such as thes par 
value of shares and the rate of dividends to be paid on 
share capital before payment of patronage dividends. 

"Tt was during this same period that the prairie 
provincial governments first passed legislation to pro- 
vide for the incorporation of cooperatives. Hach provin- 
Glial act provided for the share capital form of organi- 
getion, and Still in Alberta consumers! cooperatives can 
only be incorporated on that basis with a statutory 
priority for payment of dividends on share capital before 
payment of patronage dividends. 

tTt is clear, therefore, that cooperation in western 
Canada was founded on Rochdale principles with the share 
capital form of organization, including the payment of 
interest on share capital, a fact which, perhaps, was not 


sufficiently considered in drafting section 4 (p) of the 
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Income War Tax Act, 

"In 1916 the Grain Growers' Grain Company and the 
Alberta Farmers' Co-operative Flevator company agreed to 
amalgamate. To carry the amalgamation into effect amend- 
ments to the tharter of the former company were obtained 
(Statutes of Canada, 1917, c. 79) which provided for: 

(a) Change of name from Grain growers? Grain Company 

Limited to United Grain Growers Limited. (8 Lai) 

(ob) Increase in capital from two to five million dol- 
ie er eee 

(c) The grouping of members into territorial units call- 
ed locals, the election by such locals of delegates 
to attend general meetings of the company and the 

right of each of such delegates to one vote at a 

general meeting. (s. 6.) 

"Since 1917 the shareholders of the company have been 
divided into locals, each of which elects a delegate to 
attend and vote at general meetings. Only delegates can 
vote at such meetings. To insure representaticn, the 
company pays the expense of delegates. At presenti uiere 
are 281 locals and 267 delegates attended the last annual 
meeting in November, 1944. The board of directors numbers 
twelve. At each annual meeting four directors are elect- 
ed for a three-year term. 

"In 1923 the Alberta Wheat Pool was formed and in the 
following year the Saskatchewan and Manitoba wheat Pools. 
In these organizations, memhership and the rights and 
obligations of members were largely fixed by contract, 
under which the corporation acted as factor and agent for 
marketing the produce of members and was bound to account 
to them according to the terms of the contract. In each 


case the contract further provided that the pool could 
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obtain capital funds by deductions from the sale price of 
the produce for elevator and commercial reserves. (See 
Patton--'Grain Growers! Co-operation in Western Canada,? 
Pe 244 et Seq., and for the form of contract, p. 429.) 

"In the .ollowing years a number of cooperatives 
were organized on similar lines, notably for the marketing 
of livestock and dairy products. At first each was 
organized on the basis of a marketing contract generally 
Similar in terms to that used by the wheat pools, but 
adapted to the commodity handled, 

WTO Tacilitate the development of cooperatives seek- 
ing incorporation along such lines, legislation was enact- 
ed in each of the three prairie provinces. The alberta 
Act (1924, c. 5) may be cited as an example. It provides: 

1. That associations may be organized under either 
capital stock or membership basis. 

ee .chetveift upon a membership basis then the memoran- 
dum of association must state whether the interest 
of each member is to be the same as that of every 
other member, and if the interest of each member 
is not the same as that of other members then the 
memorandum of association must set out the way in 
which such interest is to be determined. 

"The Manitoba Act (c. 36, R.S.M. 1940, s. 126) differs 
from the Alberta Act in that it declares that if the asso- 
ciation is organized upon a membership basis the interest 
of each member must be the seme as that of every athed 
member. 

"From evidence already submitted to your Commission 
you will be aware that a number of cooperatives have been 
organized under these provincial Acts which have the 


following characteristics: 


-7156- Mr. Law 


1. A Small initial membership fee only. 

a. Interest of members in assets on an equal or some 
other defined basis, 

5.e Capital provided in elther of two ways: 

(a) Loan capital basis - with or without interest, or 

(b) By issuing deferred patronage dividend certifi- 
cates, in lieu of cash on the revolving fund 
principle with or without interest. 

"Evidence has been submitted to your Commission to 
Show that while a few producerst cooperatives still retain 
the contract form of Organization others have abandoned it 
and insuch cases membership is now based On a small member-~ 
Ship fee. g number of these have adopted the revolving 
fund method of providing capital, sometimes without pay- 
ment of interest. 

"Following the abandonment of the contractual basis 
of grain deliveries in 1930, the three pools adopted dif- 
ferent forms of reorganization. In the Gase of one of 
these organizations, the Alberta wheat POOL; Ls Actaor 
Incorporation as amended from time to time Still pro- 
vides: 

Ls That membership is primarily based upon contri- 
butions to reserves. 

Be That the interest of the members in assets of the 
pool shall be in proportion to their contributions 
thereto, 

"The Act makes no provision for payment of interest on 
reserves and there is no statutory direction with respect | 
to distribution of surplus. 

"In actual practice, the three pools after 1930 
ceased to pay interest on the very substantial amounts of 


capital contributed by their members. That fact has a 
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very important bearing on the application of the Income 
Tax Act to the Pool Rlevator Companies and to this com- 
pany, while the wide acceptance of the revolving fund 
method of providing capital without interest makes the 
problem more zeneral in nature. 

"A close comparison of the membership plan of 
organization with the share capital plan prevailing prior 
to 1920, and still widely prevailing, shows that the 
essential difference lies in; 

1. The qualification of a member, which in some cases 
depends upon a very small or nominal fee, instead 
of upon some contribution to the resources of the 
organization. 

ée The method of providing capital. The need for cap- 
ital is small in the case of some organizations, 
but the cooperative elevator companies have all re- 
quired it in large amounts, and to a total of well 
Over Sbirty milton. doliars:. 

"Whatever the method of qualifying members, and what- 
ever the method of obtaining capital, this company sub- 
mits that such differences as. exist do not warrant differ- 
ent treatment of different cooperatives for intome tax 
purposes. 

"With the advent of the world depression in 1929 the 
company was confronted with interrelated problems, which 
increased in importance year by year. In view of the very 
low prices prevailing for all farm products in the early 
thirties, farmers could not be persuaded to pay more than 
a nominal amount for membership privileges in any organi- 
zation. At the same time, after the company had been in 
operation for a quarter of a century or more, it was 


inevitable that to an increasing extent, year by year, 
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many of the original members would die or retire from 
business.. This company, like all cooperatives, aims to 
identify as closely as possible its customers and its 
members. Under these existing conditions, the task of 
maintaining jin the hands of farmers the shares of de- 
ceased or retiring members presented difficulties. mthat 
problem, and the need for some change in the companyts 
charter to meet it, was recognized and discussed by the 
delegates in annual meeting as early as 1938, 


"In the result the company obtained from parliament 


. amendments to its charter (Statutes of canada--1940-41, 


ce 40) by which existing shares of $25 par value could be 
and subsequently by by-law were divided into two classes, 
viz.: Class tAt shares of par value $20 and Glass 'pt 
Shares of par value $5. These classes were by the by-law 
respectively made subject to the following limitations 


and privileges: 


"Glass 'A' Shares--Par Value $20: 


(a) Non-voting 

(b) Redeemable by purchase, or by call in whole or in 
part at $24 per share. 

(c) Limitation of holding 250 shares 

(d) Annual dividend not exceeding 5 per cent. in any 
year when earnings permit before payment of pat- 


ronage or other dividend. 


"Class 'B' Shares--Par value #5; 


(a) Voting privileges to holders of this class only. 

(b) Ownership limited to farmers and the lessees or 
owners of farm land. 

(c) a. limited to twenty-five shares 

(d) One man, one vote 


(ec) Right to participate in patronage dividends 
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(f) The right of the company to repurchase and re- 
sell these shares, but it may not at any one time 
hold more than 10 per cent of the total number 
outstanding, (1940-1941, c. 40, sec. 7 (4) -) 

"The rigut to repurchase the Class 'Bt voting shares, 
regarded by the company as important for identifying its 
customer and its member bodies, vand in preserving its CO 
operative status, was not obtained without Givriowlins 
Hansard records that while the bill was in committee of 
the house the leadof of the opposition stated that the 
right was a most unusual one, but that after hearing the 
explanation of the company's solicitor as to the necessity 
for same, he would not object to the provision. As the 
company maintains a price of #5 on these Shares, members 
wishing to withdraw this part of their capital have ‘bee 
Sbre to dows. 

"AS shown by appendix !At hereto, it is well recog-~ 
nized that a cooperative organized on share capital basis 
may have shares of different kinds. 

"It is an indication of the extent to which parisien 
ment still protects the rights of shareholders that this 
amending bill only passed the Senate when the company 
accepted an amendment that no other dividends could be 
paid until the company had first paid to the extent 
earned the stipulated rate on the class 'A' shares, 
(1940-41 6. 40, sec. 2.) 

MFinelly, it should be noted that throughout the 
discussion during the two annual meetings of 1939 and 
1940 it was made clear that the company proposed to re- 
sume payment of patronage dividends, authority for 
which had already been given the directors by by- 


law." 


+ 


Me 


4 


Mise Has 


ey 


¢ - 
Jae y 
* ae - oa 
: Ee a 
, Fs " . 
ay 
Se 
F. : 
=n ed P ~. 
‘ 7 ote es 
Teen 7 Hf 
Se ame 
mat mee 
< a 
4 Sh 
hey 


at 5 40s 
i Reve 
= a 


ea 
“a 
. BR, ; 
} z y ch oe 
a 


H-21 


-7160- Mr. Law 


BY Mh. OTEER? 

Q- May I direct attention to the second last para- 
graph. That paragraph indicates that parliament, before 
passing this amending act to your charter, insisted on 
putting in there a provision that dividends were to be 
paid on share capital before any patronage dividends 
Should be paid. fThat is correct? in, Yes. 

Q. As we are going to see as we proceed, and it 
appears clearly from a letter that is quoted on page 
twenty-six, the Income Tax Department has ruled that if 
the company does pay dividends on share capital it cannot 
get the exemption which is intended under section 4 (p) i 
Pwotiiao erent, 

Q.- And we are faced with that anomalous situation? 
Ae Thetis quite correct, 

BY MR. ARNASON: 

Q Can class A shares be repurchased by the company? 

A. They can be called at $24. 
BY MR. STEER: 

Qe Not repurchased. I think that is clear.” \ They 
can be redeemed at $24 a share. A. There cw be can- 
cellation. 

Q@. B shares when repurchased may be re-issued? 

A. They must be re-issued. 


THE WITNESS: >The brief continues. 


"IV - The Company as a Cooperative 


"In: order to present cleanly the company's position 
as a cooperative in relation to the Income War Tax Act, 
it is necessary to appraise its position in relation to 
other cooperatives, which in Canada have taken many 


forms. There is no set pattern and there is probably 
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no definition that all would accept. Two tests might be 
applied: 
(a) Does its form of organization conform to those 
| plans which are generally accepted as cooperative? 
(b) Has it been accepted as a cooperative by those 
authorities who are recognized as qualified to 
judge? 

"As to (a) it has been shown that in organization and 
structure the company conforms Substantially to the prin- 
ciples of the Rochdale plan which was the foundation upon 
which the cooperative movement was built. Certainly it is 
an adaptation of that plan to conditions in western Canada 
in the first twenty years of this century as evidenced 
by dominion and provincial legislation passed during that 
time. Apart from the method of providing capital it is 
not fundamentally different from those conceptions of co- 
operative organization which have prevailed in western 
Canada since 1923, 

"In this connection we refer you to certain defini- 
tions and descriptions of cooperatives within which this 
company's organization squarely comes: 

"The official definition of a cooperative as used by 
the dominion government in 'farmerst cooperative business 
organizations,t 1938-39 (p. 2), and elsewhere in annual 
reports on cooperative organizations published by the 
Department of Agriculture: 

‘For the purpose of this record a farmers! co- 
operative business association is defined as a 
business organization owned or controlled by the 
farmer patrons, i.c., farmers who use its services, 
and operated in their interest.' 


"From ‘Co-operation, Its Problems and Possibilities,: 


‘Desteage, # 
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by A. Honora Enfield, Secretary International Co-operative 
Women's Guild, published by the Workers! Educational 
Association: 

"In all these different forms of societies in 
which the cooperative principle has taken shape -- 
producers', consumers', credit and agricultural -- 
there is something in common. All are governed by 
the members themselves on the democratic principle 
of one man, one vote, regardless of the number of 
Shares held. In all, the capital necessary for the 
enterprise is hired at a fixed rate of interest 
which is regarded as part of the running costs, and 
capital has no share of the profit or surplus as it 
is now more usually scalled.t (pp. 12 and 13.) 
"From Co-operation, General Survey, by Elsie Gluck 

in Encyclopaedia of the Social Sciences, vol. 4, p. 360; 

'In the minds of the leaders of most of these 

movements there was no necessary conflict between 
the various forms of cooperatives. 90 far as the 
internal organization of the associations themsel- 
ves was concerned, the term cooperative had some 
basis in common nrAeti nase voting was on the prin- 
ciple of indicidual membership rather than of stock 
held; membership was open; dividends on capital 
were fixed or limited; occasionally stare holdings 
were limited; provisions were made for the return of 
surplus to the members on the basis of patronage, 
a fraction of this surplus being retained usually 
in a common fund for the furtherance of the ends of 


the cooperative organization.! 


"As to (b) the company fortunately has been the 
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subject of numerous exaninat inns by competent observers, 
and their testimony is available in authoritative Works. 

fate Oeah, Pair. formerly a fellow of christts college, 
Cambridge, and later Professor of Economic History at the 
University of Toronto in his book, 'Co-operation at Home 
and Abroadt (1925) under the heading, 'The Prairie Pprov- 


SFE, dealing in particular with Manitoba and Alberta, 
devotes six pages to the story of this company. The 
passage is quoted in appendix 'Bt, 

"Dr. He S. Patton published in 1928 'Grain Growers: 
Co-operation in Western Canada. A very large part of 
this book is taken up with the history and experience of 
this company, along with that of the Saskatchewan go- 
operative Elevator company Limited. The position of the 
Company as a cooperative is fully recognized. 

JHE 8 gen St caine yeaa 3 ee MacGibbon, a member of the Board 
of Grain Commissioners for Canada, published 'The canadian 
Grain Trade.! He devotes several pages, commencing at 
page forty-eight, to the early history of this company and 


clearly recognizes its cooperative status. 
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"In 1924 Dr. W. A. Mackintosh published his 'Apricul- 
tural Co-operation in Western Canada, ! On p. 1043 he quotes 
with approval from Powell's "Fundamental Principles of Co- 
Operation in Agriculture,' the following definition of an 
agricultural cooperative: 

'It i8 an association of farmers who unite in an 
effort to handle their common interest through an agency 
which is controlled by them on the principié6s of “an 
industrial democracy, and exclusively for their benefit,! 
"Dr, Mackintosh then goes on to say: 

‘Assuming the truth of the above comprehensive 
definition, it may be fairly argued that the farmers! 
grain companies of western Canada, although they exhibit 
many variations from normal types, are truly co-operative. 
iG¢ 18 just to say that the Object of creation and opera- 
tion has not been the making of profits for individuals, 
In so far as the object has been profits, it has been 
profits for expansion and organization rather than for 
individual appropriation, The limitation of the amount 
of holdings to twenty shares in the case of the Saskatch- 
Gwan company and one hundred shares in the case of United 
Grain Growers; the replacement of proxy voting by the 
annual meeting of elected delegates and the PU Le Os 
"one man, one vote" are all substantial safeguards 
against the danger of the companies falling under the 
control of non-producers or of a few producers with 
profits as ete aim, The limitation on the amount of 
investment and of the dividend paid makes of less im- 
portance the rate of the dividend on stock,! 

"Reference is also made to a study published in American 
Co-operation, 1927, Vol. 1, p. 26, by Chris. L. Christensen, 
Chief of the Co-operative Marketing Divisien of the Bureau of 
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Agricultural Economics, Department of Agriculture, at 
Washington, He makes an extonsive survey of the company 
and favourably compares it with cooperative grain companies 
in the United States, 

"Other wo"ks, the authors of which treat the company as 
& cooperative, are: 

“tHistory of Farmers! Movements in Canada,' by Louis 
Aubrey Wood, pp, 311-314, | 

"'Principles and Practices of Co-operative Marketing,' 
by A.G. Mears and Matthew 0, Tobriner at pp. 439 to Aho, 

"'Co-operation, Its Problems and Possibilities,! by 
Honora Enfield (Secretary of The International Co-operative 
Women's Guild), p. 62, 

V__ The Company and Patronage Dividends 

"Patronage dividends have an important relation to co- 
operative tax problems and for that reason some account of 
the company's experience in this respect is necessary, In’ 
the early years of its history it did not pay patronage divi- 
dends. As a young company seeking to develop and expand an 
enterprise which would be an efficient instrument in improving 
grain marketing conditions, it found itself confronted with 
many problems of an accounting and financial nature which, 
having regard to its main Objective, caused its members and 
its directors to regard the payment of such dividends as of 
Secondary importance, although at no time did the company 
abandon its determination to exercise its rights in thisg@eae 


Spect when conditions warranted such action, 


"In examining the general literature on the Subject of 
cooperation, you will perhaps have noted the great emphasis 
laid upon patronage dividends in connection with consumers! 


cooperation and the very limited reference to such dividends 
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in the treatment of agricultural cooperation, For example, 
the book on ‘Agricultural Co-operation,' by H. W, Woltr; 
formerly president of the Internatioral Co-operative Alliance, 
mentions the word 'dividena! Only once, when on p, 17 the 
author refers to 'dividend hunger' as the bane of certain 
cooperatives in Great Britain. He stresses instead the im- 
provement in marketing conditions and in agriculture itself 
as the objects of the movement. 

"Insistence on the right to pay Such dividends led to 
the first crisis in the history or “the company -- its ex- 
pulsion from trading privileges on the Winnipeg Grain and 
Produce Exchange shortly after it commenced business in 1906, 
the story of which has been told by a number of writers, 

(See Mackintosh, p, 22 -- Patton, p. 50). That event ‘was 

a Serious blow to the company, which, at that time, was oper- 
ating entirely as a commission agency. The government of 
Manitoba intervened in the dispute and as there appeared to 
be some doubt of the company's right to pay the dividends 
under its Manitoba charter, and as it was not strong finan- 
cially, it agreed to forego its plans in this respect for a 
time, 

"Both before and after the right in question was ob- 
tained from parliament, the interests of the company's 
members seemed to be much better served by other application 
of surplus revenues than their allocation to patronage divi- 
dends, since by 1912 the company was committed to the policy 
of acquiring and operating country elevators, to operate 
Such a line a strong financial position was essential, 

"One of the first steps taken by the company after the 
amalgamation of 1917 was to send a delegation to the United 


States to study agricultural cooperatives there and to report 
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upon the results of their @xperience with respect to patron- 
age dividends, The delegation consisted of Mr. H. W. Wood, 
President of the United Farmers of Alberta; Mr, Peter Wright, 
a member of the board of directors of the Manitoba Grain 
Growers' Association and Mr. C. Rice-Jones, Vice-President 
of the company. The delegation found that dangers, difficul- 
tiles and dissatisfaction had arisen from the payment of 
patronage dividends by grain cooperatives there, It found 
everywhere an appreciation of the development in western 
Canada and a feeling that it was much sounder than that in 
the United States, It also found that the payment of patron- 
age dividends in the United States had a tendency to en- 
courage locally owned elevators to buy on a very wide margin, 
The delegation recommended that the company should continue 
to work toward the payment of such dividends, but should take 
the greatest care in working out a plan of operation, 

"Dr, Mackintosh, in his book at p. 90 et seq, ex@mines 


the company's record, refers to the difficulty of arriving at 


4 satisfactory basis for the distribution of patronage divi- 


dends in view of the way in which grain was handled through 
country elevators at that time and approves of the decision 
of the company to extend its services and to decrease margins, 
rather than to pay such dividends, He sums up his endorsement 
of the company's policy in this respect by saying at p, 96" 
'To be effective and to Survive, rather than to be 
unspotted but impotent in the pure orthodoxy of the ca- 
operative gospel, would seem to have been the aim of 
the grain companies,! | 
"Again, on p. 148, he says: 
'By thrusting forward through cooperation his pbus- 
iness organization to the central market, the farmer is 


enabled to organize his productive enterprise according 
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to market results which he is in a position to dis- 
tinguish and interpret. The immediate cause of cO- 
Operative enterprise may be and usually is abuse of 
power by selling or purchasing firms, but the results 
go far beyond the mere regulation of a trade, impcortant 
as that is, and the benefits are not to be judged merely 
on the basis of quantitative efficiency, of getting the 
largest turnover with the smallest cost, but upon the 
effect of cooperation in relating the producer to his 
market, ! 
"Dr. Patton at p. 194 endorses the company's position 

in those years in the following words: 

_'The rebate to patrons of earnings in excess of a 

fixed maximum return on share capital was realized to 
be incompatible with the financing of additional fac- 
ilities and extended services through the reinvestment 
of earnings, Minute individual patronage disbursements -- 
even if a satisfactory method of distribution could be 
worked out -- were felt to be of less advantage to grain 
growers a8 a whole than the enlargement of the resources 
and serviceableness of the farmer's companies,! 


"By 1924 it was possible to envisage payment of patronage 


‘dividends on grain purchased by the company on delivery at 


country elevators, and a resolution authorizing that procedure 
was passed. Commencing in August, 1925, and continuing for 
four years the company issued dividend certificates on the 
purchase of such grain, Those issued for the crop years, 
1925-26, 1926-27 and 1927-28 were later redeemed at the rate 
of one cent per bushel. Those issued during the crop year, 
1928-29 were not redeemed because of the disturbed conditions 


of the grain market in the fall of 1929. With the beginning 


IB 
36 
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of the crop year, 1929-30, the company faced ten years of 
world depression, and it requires only a glance at the table 
presented on p., 24 hereof to show bow impossible it would 
have been for the company to pay patronage dividends during 
that period. In four of the years the company operated at a 
loss, and in three did not make any payment of dividend on 
Share capital, It was not until the fiscal year 1940-41 that 
patronage dividends again seemed practicable. For that year 
$200,000 was appropriated and paid out at the rate of one-half 
cent per bushel on all grain handled by the company. In the 
following years, as shown by the table, it appropriated a 
total of $2,000,000 to patronage dividends, giving rise to 
a tax problem which is discussed later, 
VIO The Company in Relation to Income Tax 

This company has paid income tax since the inception of 
the Income War Tax Act, and has paid in all a much larger sum 
than any other cooperative. When the Income War Tax Act wag 
passed, in 1917, the company, &8S one of the large farmer- 
controlled cooperatives doing business at that time, did not 
Seek exemption nor make any effort to escape liability. The 
reason for this is not difficult to understand, It was a 
ember of the Canadian Council of Agriculture, which prior 
to the enactment of the Income war Tax Act, was one of the 
first advocates of both personal and corporation income tax, 
(See the Farmers' Platform of 1916, quoted by Hopkins Moor- 
house, 'Deep Furrows,' p, 293). Any other attitude taken py 
the company would have been inconsistent with its paasiuon as 
a member of the Council and with the Support given to the 
Farmers! Platform by the company's publication, Moreover, the 
rate of income tax was not high at that time and the amount of 


the tax was not a matter of concern, 
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"The Income War Tax Act was amended in 1930 by the: 
insertion of Section 4(p). The company took no part in 
Seeking that amendment. It is significant that it was passed 
at a time when the contract pool plan was at its peak in Canada, 
The collapse in grain prices which led to the discontinuance 
of that plan by the wheat pools had only just begun, More- 
over, a reading of the amendment and the fact that the section 
seems Obviously to have been taken from a similar section in 
the Internal Revenue Code of the United States (See Hulbert -- 
'Legal Phases of Co-operative Associations,' p. 250), would 
seem to indicate that it was designed particularly to meet 
that form of cooperative which was obligated by contract to 
distribute its surplus earnings among its members, In any 
event, the company assumed when the Act was amended by the 
insertion of Section 4(p) that it was not qualified to seek 
exemption thereunder, 

"For a few years after the amendment, income taxation 
continued to be a matter of comparatively small importance to 
the company. With the fall in prices commencing in the autumn 
of 1929 and continuing for some years thereafter, and with in- 
creasing areas in western Canada afflicted with drought, 
actual survival was to be a problem for many organizations, 
The increasing rates of taxation from 1935 onward, presented 
however, a problem of increasing gravity, especially as other 
cooperatives in the grain trade, meeting this company at many 
points, appeared to enjoy tax exemption and at least one had 
started to pay patronage dividends, 

"The table on the following page sets out the extent to 
which the company has been and may be affected by the Income 
War Tax Act and the Excess Profits Tax Act from the fiscal year 


ending July 31, 1929, to that ending July 31, 1944, With 
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respect to the last five years the taxes are estimated 
only, aS assessments have not been completed. The table 
commences with the year 1929 as that was the first fiscal 
year in which the accounts of the company were presented in 
a consolidated form," 

BY .R, STEER: 

Q. Mr. Law, I should like to ask you one question in 
regard to this table. If you will refer to the years 1940 
to 1944 inclusive, it is obvious from the table that those 
were years of substantial profits? A; Yas, 

Q. And would you give the Commission your opinion as 
to the extent to which those large profits were due to war 
conditions? A. Those profits, of course, arose from 
satisfactory handiinegs, but to a very large extent through 
the fact that our elevators and annexes were full of grain; 
and that, I think, we consider ina very great measure is a 
war condition, 

Q. May I call the attention of the Commission to what 
the table discloses, If you will look at column 3 you will 
Observe that for three years, namely 1930, 1937 and 1938, 
there were very substantial losses, For the year 1933 there 
“was a minor loss, and in the year 1936 there was practically 
no prefit. The business was described the other day as a 
"prince and pauper" business, and I suggest that if this total 
net taxable income be examined, that description will be found 
to be quite adequate, 

Then may I call your attention to a comparison between 
the years 1929 and 1941, bearing on the question of the in- 
creasing amounts of tax, In those two years the amount of 
profit was practically the same. The amount of tax in 1941 


was practically five times-as large as it was in 1929, 
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Then may I call your attention to footnote No.5, be- 
cause it is our contention that we have a particular problem 
with respect to the dividends on Share capital, This footnote 
bears on that question, It reads: 

"5. Had it been possible to charge cash dividends paid 
to share.olders as a deductible expense for tax purposes, 
it is calculated that income and excess profits taxes as 
paid or estimated would be reduced by $436,000.00 for 
the period of 16 years," 

THE WITNESS: 
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1929 
1930 
1931 
1932 
2955 
1934 
995 
1936 
1957 
1938 
1939 
1940 
1941 
1942 
1943 
1944 


1. 


Consolidated Statement of Taxable 


a Ao de 


Table 
United Grain Growers Limited 
and Subsidiary Companies 


Income and Taxes as paid and estimated 


Years 1929 to 1944, inclusive, 


Bushels 
ancial Received 
at Country 
Ended Elevators 
(in thou- 
sands) 


36,952 
17,891 
29,095 
28,739 
33516 
22,519 
22,901 
19,664 
17,706 
19,719 
30,480 
37,081 
41,058 
eral he, 
BPs Tt 
48,673 


Dominion 
Income and 
Excess 
Profits 
Net Taxes Paid 
Taxable and 
Income (1) Accrued(2) 
$ 494,281 S°GNS9 562 
(617,946) 
225,159 25, 842 
BHOS 3h 33,549 
(31,145) eee 
220; 512 33,946 
187 , 080 "31,857 
8,993 488 
(544,359) 
(398,959) 25175 
eu 311 4,862 
627,354 183,579 
489,057 185,026 
346,779 145,644 
464,635 195,146 
503,610 OI Sa16 
$1,093,012(5) 


years had been made in excess of requirements, 


Mr, Law 
Dominion 
Income 
Patronage and Ex- 
Dividends cess Prof- 
Charged its Taxes 
as exX- Payable 
pense in if Patron- 
arriving age Divi- 
at Net dends dis- 
Taxable allowed as 
Income(3) Expense(4) 
eee $ 39,382 
seks 25, 842 
cee 33,549 
4 33946 
cee DD, one 
ae 488 
eee ANS Bs 
tate 4, 862 
ove 183,579 
200,000 288,774 
375,000 SLOSOTT 
400,000 494,961 
1225, 000)" Vasa igo 
$2,636,508 


In 1930 no depreciation on country elevators and terminals 


was provided as appropriations in this respect for previous 
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In 1937 and 1938 no depreciation was provided on 

Such buildings, but net taxable income has been adjusted 

by one half norgal depreciation, in accordance with 

current income tax regulations. 
roa Taxes for 1940, 1941, 1942, 1943 and 1944 are estimated. 

Assessments for these years have not yet been made by the 

Income Tax Department, 
os Amount of patronage dividend shown for 1941 was paid. 

Amounts for 1942, 1943 and 1944 are held in reserve, as 

the result of uncertainty of tax liability thereon, to 

be referred to later, 

4, After deducting refundable portion of the excess profits 

tax for 1942, 1943 and 1944, 
sy Had it been possible to charge cash dividends paid to 

Shareholders as a deductible expense for tax purposes, it 

is calculated that income and excess profits taxes as 

paid or estimated would be reduced by $436,000.00 for the 
period of 16 years, 

"The table shows very clearly the fluctuating nature of 
the income of companies engaged in the operation of country 
and terminal elevators and how seriously changing conditions 
may affect operating results in any year. There are few more 
hazardous or undertain businesses, Operating results from 
year to year depend directly upon weather and crop conditions, 
not only in Canada, but in other wheat-producing countries of 
the world. Again the variable nature of crop conditions in- 
tensifies the competitive nature of the business, Under con- 
ditions which have prevailed during the past five years, the 
elevator capacity of western Canada has been strained to the 


‘utmost, and, in fact, many temporary annexes have been built. 
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Previously, however, when crops were light, as they were 
during a series of years from 1930 on, it appeared that the 
elevator capacity in western Canada was altogether excessive 
and extreme competition resulted among operating companies, 
"The table indicates the position of the company under 
the Excess Profits Tax Act, The standard years of 1936, 1937, 
1938 and 1939 were years of low earnings and an application 
was, therefore, made to the board of referees for the deter- 
mination of standard profits. Evidence Submitted before the 
board showed that during the period from the fiscal year 
ending 31st July, 1929, to that ending 31st July, 1939, the 
earnings of the company after payment of income tax, averaged 
Slightly less than two per cent per year on the capital em- 
ployed. During that ten-year period the statement shows 
heavy losses in 1930, 1937 and 1938, and only very low earnings 
in other years, Ordinarily, it would have been expected that 
those losses would have been recouped in the years following 
1939. The table makes it clear, however, that with the high 
rates of taxation now prevailing under the Income War Tax Act 
and the Excess Profits Tax Act, the company, after paying 
taxes and the moderate rate of five per cent on its share 
capital, has very little left to make up the losses of the 
previous years, The position of the company in active com- 
petition with other cooperatives claiming, and for a long 
period accorded, tax exemption is, therefore, more serious, 
"This company has country elevators in the three 
provinces of Manitoba, Saskatchewan and Alberta, and the 
following table Shows the number of points where it is in 


competition with one of the three pool elevator companies; 
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No. of Points at No. of Points Where 
Which U.G.G. there is Competition 
Operates between Pool and 
Hlevators U,G.G. 
Pd a aR eee sede oil) OAT 6 Aa kent A oerae . ~ Mebane 

Manitoba 110 be 

Saskatchewan 108 100 

Alberta 281 193" 


I should like to draw attention, Mr, Chairman, to the 
reconciliation needed here, The total of the points is 499, 
whereas on page 4 of the brief we refer to 529 elevators, 

The reconciliation is that we have 27 duplicates, and 

3 elevators in British Columbia which are not included in 
pro ist, if you add 40 elevatond to 499 elevators, it 
reconciles with the previous statement, 

"Some years ago the company came to the conclusion that 
the unequal tax situation existing between its principal com- 
petitors and itself would ultimately have a disastrous effect 
upon its business and that it must Seek equality of treatment, 
Some informal representations made to the Commissioner of In- 
come Tax were followed in June, 1941, by a formal submission. 
The government had announced On May 15, 1941, that the tax 
Status of the Pool Elevator Companies was the Subject of 
Study. This company, in its submission, asked that its status 
be included in that Study to determine whether in any material 
respect it was distinguishable from those competing companies, 
The submission asserted that if existing legislation was to 
be interpreted s0 as to give competing organizations exemption 
from taxation, this company was in duty bound to scek equality 
by claiming similar relief, 

"Again it will be noted from the table that following 


the reorganization of the company under the amending Act of 
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1941 and the assurances given its members in the discussion 
of the reorganization plan at the annual meetings of 1939 
and 1940 of its intention to pay patronage dividends, the 
company, on February 15, 1942, paid out the sum of $200,000 
on that account for the fiscal year ending July 31, 1941, 
calculated on the basis of one-half cent per bushel. In 
making this payment the company had reason to believe that 
the amount would be tax exempt, and had assurance to that 
effect in a letter from the Inspector of Income Tax at 
Winnipeg, dated November 7, 1941, which contains the follow- 
aes 
'A corporation which makes distribution of its 

earnings to shareholders on the basis of capital in- 

vested cannot fall within the provisions of Section 4(p), 

and, hence, is subject to tax as an ordinary corporation, 

However, to the extent that such corporation makes re- 

turns to nVoenn sieomcies or Members on the basis of business 

done with the corporation, then to this extent it has 

MAAS nO profit, as tt is dealing with the commodities 

in question at cost only, and any so-called earnings are 

really not dncome at all,! 

"Later, however, some concern was apparently felt in the 
office of the Commissioner of Income Tax over the payment of 
patronage dividends by this and other grain handling organiz- 
ations, for the company received a letter from the Commissioner 
dated February 19, 1943, --" 

a year after the $200,000 had been paid out -- 

"-- to the effect that upon the basis of ar: opie on received 
from the Department of Justice, any payments of this kind 
would not" be allowed as a deductible expense, We understand 


that similar letters were received by other grain-handling 
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companies, We do not know whether & Similar letter was 
directed to any of the three wheat pools, We do know that 
this company could not accept that ruling in justice to its 
position as a cooperative authorized by parliament to dis- 
tribute its earnings in that way or to its position as a com- 
petitor of three cooperative organizations which continued 

to make such payments, Accordingly for the years 1942, 1943 
and 1944 the sums of $375,000, $400,000 and $1,225,000 were 
set aside for patronage dividends, and the company's members 
and customers were notified that ee Sums had been so set 
aside and allocated pending the deed sion of the courts, They 
were also notified that if the company Should be found liable 
to taxation in connection therewith, the greater part of the 
amount in question would be absorbed in taxes, The fact that 
patronage dividends were not being paid by this company, 
while its competitors, either free from, or disregarding in- 
come tax liability, continued to make such payments, has 
occasioned loss of goodwill. Were a similar condition to 
continue for any length of time, after the present congestion 
of elevator space is lessened, the company could not hope to 
maintain its business, 

"Finally, the attention of the Commission is called to 
the position of the company, aS shown by the table for the 
years 1940 to 1944, inclusive, It will be observed that the 
company will pay an amount of $920,911 in income and excess 
profits taxes for those five years. If it happens that the 
amounts paid or allocated for patronage dividends are not 
allowed as deductible then the total amount will be increased 
to $2,464,407. That is the measure in dollars of the burden 
of income taxation upon this company in five yoare, sit tue 


amount of taxation in the last four years is related to the 
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bushelage handled then it appears that the company will pay 
almost one-half cent per bushel with the possibility of paying 
hearly one and a half cents per bushel over those years if 
patronage dividends are not allowed, In the year 1944 tax- 
ation on this latter pasis would amount to nearly two and a 
half cents per bushel, By contrast the rate per bushel in 
1929 was just over one-tenth of a cent per bushel. To that 
extent has taxation increased. In addition it has required 
during those years an Average of one-half cent per bushel to 
enable the company to pay a five per cent dividend on share 
capital. A patronage dividend of one-half cent per bushel is 
& very desirable one at any time, It is obvious then the 
handicap which this company suffers as against competitors 
which pay no interest on capital and may be relieved from any 
income tax LISD ELL yy 

VII - Some General Considerations 

"In the foregoing pages we have described the business, 
the organization and the tax position of this company, and 
have shown that it cannot Survive under continued tax dis- 
crimination. In this section we desire to offer some general 
comments on the existing legislation, 

"If, as seems to have been the opinion of parliament in 
1930, it was desirable that cooperative organizations should 
be.exempt from income tax, then it would appear that Section 
4(p) has not only failed to accomplish that end, but has led 
to unjustifiable discrimination in the treatment of companies 
and associations equally cooperative in their form of organiza- 
tion and in their objectives and even between cooperatives 
carrying on the same kind of business in the same way. That 
other cooperatives hold the same views, was shown by the sub- 


mission made by a delegation repre Senting cooperatives across 
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Canada, which waited upon Members of the dominion government 
on July le, 1944, and probably the acceptance of that opinion 
was one of the reasons for issuing ycur Commission, 

"In three respects particularly the section, as it has 
been interpreted, results in discrimination as between cor- 
porations all essentially cooperative in nature; 

1. With .espect to the payment of dividends by co- 

Operatives organized on a share capital basis, 

2. With respect to the percentage of business which is 

permitted to be done with non-members, and 

3. With respect to the nature of the Obligation referred 

to in the section, % 

"Dealing with the first point, the letter of November 7, 
1941, quoted on p, 26 hereof, makes it clear that the Income 
Tax Department has ruled that if a cooperative pays dividends 
on share capital, it cannot come under the provisions of 
Section 4(p). You have heard evidence that other cooperatives 
have understood that to be the department's ruling, 

"Assuming the ruling of the department to be correct, 
this section is inequitable as between different methods of 
raising capital requirements and has encouraged the adoption 
of a variety of plans to provide Such capital either in such 
form as to make interest a properly deductible expense or 
without any liability for interest whatsoever, We refer to 
the raising of capital in the Shape of loan capital and the 
withholding of cash represented by deferred payment, certifi- 
cates without interest. We do not believe that the prevadling 
practice among many cooperatives in western Canada, of not 
paying interest on loan capital --" 

I should like to make a correction here, by striking out 


the next few words, "or of retaining cash represented by 
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deferred certificates --" and Substituting the words, 
"or on capital otherwise obtained," 

Perhaps I had better read the sentence over again. 
It will read in this form: 

"We do not believe that the prevailing practice among 
many cooperatives in western Canada, of not paying interest 
on loan capitul or on capital otherwise obtained, arises solely 
from any widespread objection to the payment or receipt of 
interest as such, It appears to be based on the desire to 
coms within Section 4(p). We believe the practice encourages 
a hasty expansion of business and the development of business 
without suitable reserves, which in less prosperous times 
might again result in the disappearance of a great many cO- 
Operatives such as has occurred before. We believe that the 
recognition of the right of a cooperative to have interest or 
dividends on capital regarded as deductible would discourage 
the extreme use of the other methods of financing above 
mentioned, 

"Our contention is that there Should be no difference 
for taxation purposes between cooperatives organized on a 
share capital or on a loan basis. We submit that a coopera- 
tive is entitled to have reasonable dividends on share capital 
regarded as an expense in the same way as one organized on a 
loan capital basis is entitled to have interest on its loan 
capital so regarded. 

"Moreover, we believe that to the extent that the fear 
of tax liability does encourage the use of non-interest bear- 
ing capital, to that extent it increases the discrimination 
against a cooperative that is legally or morally bound to pay 
dividends on fete vba: especially having regard to the present 


high levels of income tax, To pay a 5 per cent dividend on 
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this company's capital of $3,200,000 requires approximately 
$160,000. To pay this dividend and take care of income tax 
an amount of over $275,000 is required, Another cooperative 
with the same capital might pay no interest and, therefore, 
ho income tax. The advantage which that difference presents 
in confronting questions of handling and storage charges or 
in paying patronage dividends is Obvious, 

"Again it is pointed out that the refusal to allow 
dividends paid on share capital as an expense makes it im- 
possible for certain cooperatives to take advantage of the 
exempting section though they are incorporated as cooperatives 
under legislation passed by provincial legislatures, It has 
been seen that both the Co-operative Associations Act of 
Alberta and the charter of this company require the payment 
of dividends on capital stock as a prerequisite to the payment 
of patronage dividends, so that it is clearly impossible for 
certain cooperative corporations both to comply with the law 
of their being and obtain exemption under Section ip). 

"It has been difficult for this company to understand why 
a Canadian taxation law should be so framed and interpreted 
that cooperative organizations following closely the Rochdale 
plan of share capital organization should be Subject to tax- 
ation if they pay interest on that capital while those folloy- 
ing a later pattern of organization, introduced into Canada 
from the United States, should be permitted a preferred pos- 
ition, even if that pattern is in form well adapted to escaping 
income tax, 

"We further suggest that any exempting clause which has 
led to such a wide variety of plans to escape assessment, as 
now prevails in Canada, is bad legislation, Capital funds 


are essential to any business, or industry. It surely is not 
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the intent of the parliament of Canada to discourage a 
reasonable reward being paid for such capitals -It.issug- 
gested that any exempting section shvuuld clearly show that a 
reasonable rate of dividend, say, five per cent, should be 
permitted as part of the operating expense of any cooperative 
whether it takes the form of loan capital or share capital. 

"AS to tne second point, the proviso to Section 4(p), 
which limits the percentage of business with non-members to 
twenty per cent of the value of business with members ig too 
strict a limitation. Under the American Act business with 
non-members to the extent of fifty per cent is permitted, 

Hie, Lavinfatn. unjust and inequitable as between organ- 
izations equally cooperative in form and method of doing 
business, One cooperative in a particular line of business 
may find it comparatively easy to keep its non-member business 
within the prescribed limits. and thus enjoys completo ex- 
emption; another by reason of the nature of its business, the 
necessity of doing business with everyone who wishes to do 
business with it, or the necessity of doing a considerable 
amount of casual business, may exceed the twenty per cent 
limit of non-member business and suffer the penalty of being 
completely taxable, That limitation, resulting as it does in 
discrimination between organizations equally cooperative, is 
too severe. 

"It leads to extreme measures to keep the appearance of 
member business within the prescribed limits, Your Commission 
has met examples of such methods, such as an extremely low 
membership fee, in many cases $1,00, and in some cases even 
less, and the deduction of such nominal membership fees from 
patronage dividends, so that in effect the member makes no 


real contribution, but finds the membership fee paid by a very 


“en é A 
a Lai 
nm  @ 
F es 
et F 
* 
; & 
re ef22 
i f, @ 
rar my a 
P 
bs 
ik, -] ws ' 
c rl 
2 er 5 O04 “| 
re hs ooh 
- me . 
x F ‘ een et, Cet ae 
: ERAS SG * 
2 he a ie 
4 
= wd i or rs 
#04 ‘i ae pe! ne = 
i aera oo ey eee aes i 
, Pte ak of \ 
a ~ AB : = 
: 
- 7 
sere Fite 
7 oy Siar ate 
- ‘ es ON By tet : 
; - tee a+ 
3 ae | 
5 nw : : 
Ce a a “ acai ¥- 
i 
; banks 
; a 
7 © cf ate ar cl oe P 
Sh $ 9 an RS bce 
: Be ees 
dra 
5 - ie 
oe 4 ie SoC aCe fig 
P : ets : : to sae ee 
* : CoP ed 
e “* Page i mh 
" 
: 
4 , “us ‘| ea 
“ ; Li ae 
. 
t \ 
: a a 
pete tae sav 
, rea , on Pte 
’ “4 
i. < ie, 
TA 
/ “ aes ty 
4 ‘ . 3 es 
a 
¥6 ie 
i . ; ty , 
- * oy © iu ‘ 
ai : aha es ‘ c 5 
; 
ro eA 
; P i 
‘ 
i i 
S it LA 
' 3 ; - 
Lames 
- = et c ‘a ie 
y eats se Soci ae ae 
ae s «, ¥ ng te § 
Ss Tene £028 vy gia =P, 
ma qn = “] one f> J 
i Ee Ne $e : 
oe Rite - 
] en ek We 
¢ - a 2y 
e a 
r 
Ae : ; 
aes ak 


$0 We ‘ 
, vy coer ea. Sty Se Pye B 
[ a abst K . war i ¢: 
0 na hhercge ade Be a Deva hes 
1 i ‘ 
» t iw ‘ 
» = ‘€ 2 ST 
ae) 
2 i 
- =) » 
—_ m 
” we ia ea vad 
Ps i ae Oe 
x if, - 7 
\ \ rat ahi ae eae fi 
‘ ae ; ak ORD Re erp y 
Te Se Pragind arti 
. 
any 
i * ‘e 
“ Es * . te4 ia 4 r 
ri 3 - i - 
ri PE he ; . a wy 
- Ly 
4 ‘ae ar ‘Ac € 
: E F ay" oe . : e 
Le ' 
A 7 A 4 : ot ‘ 
oa ot a gee Ss 3 
, ‘ ee " : a eo 
i is | rg > 
} i . t if eer 
a 4 
a" Ge pe : : ee oy 
4 4 re - +e h 
4 5 
$4 he & t * ‘| 
5 o 5 ean 7 ue ae 
bay: < Pet : thy a! 
: ee 
. af be ha He 
. i S . 
; ; med a Bee ann 
re cs te 
re wad} sha) ° ~ . « A = 
. r . 2 = rd 
* Pee ~ ie, AY pie ry! 
; > eh oy ae, Baw Ae, WAS 
: CG te ur , ‘ 
; M4 ee Ly 
‘ p 3 3 z » 
‘ : 
’ , * ; " 
pos Fe wh. Ee 
: ’ > 7 ’ mee $ 
“e, ala tne &: S's ip. ay, 
. > -~ 


rs _ 7 re 7 
" 
, a i‘ 
‘ rad 
s) ™ ; 
‘ , Pol) exe wee ie 


. 


atc es e-em eh Sees io he po deek cee 


cto Leeay ove: aE ef IS SF 
(8 aubiose patdagmigd gia tad. peta 


Ko once oN 


-7134. Mr, Law 


Slight deduction from earnings on his business, We do not 
Suggest that there is anything improper in these methods, 
but do suggest that legislation is unfair and inequitable 
which makes it possible for organizations adopting such 
plans to be completely exempt, while other organizations of 
exactly the same type whose members have made some real con- 
tribution to the organization of the cooperative are taxable, 

"This proviso has been particularly difficult to comply 
with during the past five years in the elevator business, 
The operators of public country elevators are required, both 
under the Canada Grain Act and by their contracts with The 
Canadian Wheat Board, to take grain from any producer as 
offered, whether or not he 1s a member of the cooperative, | 
Under conditions of elevator congestion and regulation of 
deliveries under quotas set by The Canadian Wheat Board, 
farmers have gone to other than their accustomed elevators, 
In addition, there have been the usual changes in customers, 
as the result of choice, of changes in occupancy of farms 
and of the death or retirement of members, For reasons quite 
beyond its control, Luv has “beenvadiPrieult aye wet impossible, 
without considering new memberships to have been retroactive, 
for any cooperative elevator company to keep its non-member 
business within the limits of this section, Prevented during 
a period of years, by the tax situation, from paying out 
patronage dividends and thus bringing in new members, this 
company has not been able to meet such requirements, 

"One suggestion which has been put forward to meet such 

‘ 

difficulties is to recognize as tax-exempt, earnings derived 
from business with members, and as subject to taxation earn- 
ings derived from business with non-members, However such a 


formula might work elsewhere, it is quite impracticable in 
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the elevator business to make such a distinction as to 
Sources of revenue, Moreover, it would involve problens 
difficult of solution with respect to revenues derived from 
The Canadian Wheat Board as well as fron exporters who may 
elect to keep in storage grain bought and stored in the 
elevators of a cooperative elevator company. 

"A sounder plan would be frankly to recognize the 
situation, and to permit a larger percentage of business to 
originate with non-members, 

"Referring now to the third point, the meaning of the 
word 'obligation' as used in the section is not clear, It 
is difficult to know whether the reference is to a contractual 
obligation, express or. implied, a statutory or a moral obli- 
gation, 

"The use of the word ‘obligation! is another reason for 
believing that Section 4(p) was drawn with the contract pool 
form of organization in mind, Under that’ form of organization, 
now discontinued in the grain business, there was an obliga- 
tion enforceable by law under the terms of the contract, 
Members of organizations now operating elevators cannot 
demand an accounting through appropriate court action, In 
a practical sense the use of the word implies the right of 
members to enforce an accounting. Your observations of co- 
operatives already before you will have shown very few in 
which the member is given, or has that right. In the 
majority of cases there is no more than a declaration of 
intent, the fulfilment of which, in whole or in part, rests 
with the directors or the annual meeting of members, Reference 
to obligation might reasonably be eliminated from any exempt- 


ing section of the act, 
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MR. STEER: Before proceeding further with the briet, 
Mr. Law, may I point out that there seems to be some 
misunderstanding in respect to the reply to Mr*® Arnason's 
question, based upon page 14 of the brief with regard to 
the redemption of shares. Subsection (b) under class (a) 
shares, as I read it, means that those shares can be purchased 
in the market, or they can be called; and in either case, 
whether purchased in the market or called, they are redeemed 
and not reiscued. 

MR. ARNASON: It was with regard to the latter point 
that I asked my guestion. 

MR. STEER: There is no provision for reissuing. 

THE WITNESS: The brief continues, under the heading 
"Conclusions", as follows; 

"The first principle of a sound taxation system 
is equality of treatment, In the preceding pages we have 
shown that section 4(p) does not apply impartially to 
cooperatives, and that it has led to extreme and unusual 
forms of cooperative organization in efforts to insure 
exemption. 

"In particular we have shown that this company is 
farmer-owned and controlled with a membership of some 
55,000 prairie farmers; that in its origin it was a 
direct out-growth of the farmer movement in western 
Canada and still occupies a prominent place in that 
movement; that it is democratically controlled with those 
limitations of voting rights and capital holding common 
to cooperatives; that it handles farmers! grain from 
the driveway of the country elevator to the cargo vessel at 
lakehead or Vancouver in exactly~the same way as any 
competitor; that surplus earnings have not been used to 
pay large dividends on capital ibut for greater and more 


extended services to its members; that only in its method 
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of providing capital does it differ from cooperatives more 


recently formed, and in that respect it follows the British 


form of organization rather than the American; and that it 


is empowered to pay patronage 


dividends by the parliament 


of Canada which passed the Income War Tax Act. 


"For these reasons the company has insisted and 


Still insists that any legislation which exempts competing 


cooperatives while still subjecting it to taxation, is 


inequitable and discriminatory and is not soundly 


conceived for the purposes for which it was intended. 


"The company has been in 
years. It started in 1906 in 
It has prospered and grown to 
Toroughout its history it has 


competition on even terms. It 


not now seek any preferential 


existence for nearly forty 
& small and humble way. 

a very considerable size, 
met privately-owned 

has never sought and does 


treatment for itself. It has 


faith in the cooperative way of business, It believes that 


cooperation is a vital and living force which under proper 


guidance can continue to exist and flourish without any 


special advantage over competitors. 


"In endeavouring to find a fair and equitable basis 


for the application of the Income War Tax Act with 


respect to cooperatives and companies in eompetition with 


cooperatives, your commission will probably meet more diffi- 


culty in appraising the position of those engaged in 


the elevator business than of 


1G’ is the only field “in which 


those in any other business. 


all operators are subject 


to full and complete governmental regulations as public 


utilities, High capital investment is necessary and the 


income of operators from year 


to year is highly variable, 


"The impact of taxation under the Income War Tax Act 


and the Excess Profits Tax Act is greater in a business 
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where the income fluctuates greatly as between one year 
and anotner, or between one period and another, in 
contrast with a business where income is rore regular 
from year to year. A company subject to taxation on 

the present scale has practically no opportunity, during 
years of high and unexpected earnings such as have 
recently been experienced, tn recover losses made in 
earlier years, to accumulate reserves against future 
periods of low earnings, or to provide for expansion or 
improvements in facilities. A tax-paying company is 
consequently placed in a position of extreme disadvantage 
as compared with a competitor which is not paying taxes. 
BY MR. STEER: 


Q. Do you have any computation made as to the greatest 


amount of money which your company is able to retain from 


its income on the present basis of taxation? As VOB sis 


we have. The maximum amount we can retain, after payment 


of these taxes is $297,000, plus whatever amount is recover-— 


able under rebate -- twenty iper cent rebate on taxes paid 


under the Excess Profits Tax Act. 


THE WITNESS: The brief continues: 

"A reference to the table on page 24 shows also 
that the position has been very much aggravated by the 
Excess Profits Tax Act. For the years 1941 to 1944, 
inclusive, if the amounts set aside by the Company for 
patronage dividends are not allowed as exempt, taxes 
payable by the company will be increased for the four 
years by an estimated $1,543,000. Taxes would then amount 
to one and a half cents per bushel on the gross handling 
of the company in those years. To the extent that the 
earnings of the company for those years was due to war 


conditions, every company, cooperative or otherwise, has 
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been benefited by those conditions; to the extent that the 
earnings were the result of unusual crop conditions only; 
all the companies benefited in the same way. We repeat 

there has been no substantial difference in operating 
methods. It is to be expected, of course, that the Excess 
Profits Tax Act is a wartime Act only and that taxpayers may 
look forward with some hope of an early repeal or at least 
some modification thereof. The repeal of that act would 
gofar towards ameliorating competitive conditions in the 
future. But unless the discriminatory application of the 
act in the past few years is also removed, the effest will 
be disastrous against those bearing the burden of the tax, 

"The company considers tax discrimination in this field 
to hold dangerous possibilities, not for the non-cooperative 
companies, which can speak for heise ies, but for the 
whole farming community. Such dangers are not confined to 
producing inferior service or lower returns to one group 
of farmers as compared to another group. They include the 
possibility of competitive conditions which might impair the 
Stability or solvency of organizations giving necessary 
service to western farmers, both cooperative and non- 
cooperative, the disappearance or bankruptcy of any of 
Which as the result of the tax situation or conditions 
resulting therefrom, would have widespread and serious 
consequences. Continued tax discrimination will further 
impair the ability of the Board of Grain Commissioners 
to exercise impartially its duties of regulation, and 
the ability of The Canadian Wheat Board to make uniform 
arrangements with its agents, 

"The Board of Directors of this Company considers 
the British method of dealing with taxation of corpor- 


ations, both cooperative and otherwise, as superior to the 
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method which has been followed in Canada, Adoption 

of the British system would largely solve the problem 
before youe If a recommendation to that effect goes 
beyond the powers of your commission, we trust you will 
find in order a recommendation to the effect that the 
possibilities of following the British precedent should 
be carefully studied in Canada. 

"In Great Britain a problem similar to that which 
you are considering was solved by treating as deductible 
expenses for income tax purposes, all patronage dividends 
end payments analagous thereto whether paid by a 
coopeiative or an ordinary corporation, and in all other res- 
pects subjecting cooperatives to the same taxation ag 
imposed upon other companies. That measure was possible 
there because both cooperatives and other corporations 
were already relieved of taxes in respect of dividends 
paid on capital stock, while in addition all cooperatives 
in Great Britain had been organized on the capital stock 
basis. A satisfactory solution in Canada will not be 
practicable by adopting the British system with respect to 
patronage dividends and payments analagous thereto unless 
at the same time there is dealt with the problem of divi- 
dends on capital stock paid by a cooperative. The exemption 
of patronage dividends only would continue to be dis- 
criminatory against all those cooperatives or ganized 
on the Rochdale plan with share capital, and such discrim- 
ination would be particularly onerous with respect to this 
companys With only patronage dividends exempt and taxation 
imposed on dividends on share capital then this company 
estimates that the amount required to pay such dividends 
and income tax as would be then assessable, would amount 


in some years to roughly one cent per bushel on the 
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company's handling. Other cooperative elevator companies 
competing with this company and not paying interest on their 
capital would be able to pay higher patronage dividends 
than could be paid by this company, and their continuing 
ability to do so even to the extent of one-half cent 
per bushel would have a disastrous effect on the ecMpany's 
business just as soon as the present pressure on elevator 
space is lessened. If for example certain corporations may 
have without taxation all the advantages of their proportion- 
ately high earnings for those years, the benefit is 
permanent and far-reaching either in the goodwill created 
by the payment of dividends or the strong cash position 
that may be established by withholding cash and issuing 
deferred payment certificates. The latter procedure also 
enables such companies to recover more quickly from losses 
sustained in previous years when operating results were 
unfavourable. 

"The company is convinced that you will not finda 
solution of the problem simply by eliminating section 4(p) 
and attempting to tax the income of all cooperatives for 
the following reasons: 

"t(a) Such a change would be widely resented 
and it is questionable whether it would have the 
necessary degree of public support to make such 
a proposal practicable in parliament, 

"t(b) VJooperativ es doing business on a contractual 
basis are probably exempt, as having little or no income, 
apart entirely from any exempting clause in the Income 
War Tax Act. Unless the government went sofar as to 
specifically provide for the taxation of cooperatives 
organized on that basis there would probably be a revival 


of the contractual agency basis of operation in one form 
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""(c) It is probably a matter of doubt as to whether 
bona fide patronage dividends ave Subject to taxation 
quite apart from any exempting clause, and it is highly 
desirable that for the future tha law should be clear 
and certain in this respect. 

""(d) Cooperatives whose capital has been provided 
on a loan basis are presumably tax eXempt with respect 
to int>rest paid thereon.? 

"For the foregoing reasons this company believes that a 
solution will be found in a modification of the British 
method along lines somewhat as follows: 

Ai; As to Cooperatives; 

"(1) By recognizing as a deductible expense for the 
calculation of income tax, patronage dividends paid by any 
cooperative authorized to make such payments by the legis- 
lation under which it is incorporated, 

"(2) By recognizing as a deductible expense for the 
calculation of income tax, dividends up to five per cent 
paid by a cooperative organized on a capital stock basis, 

"(3) If a limitation with respect to non-member 
business is considered necessary, by permitting such 
business to a higher percentage than is provided at present 
in section 4(p). 


B: As to Other Corporations in Direct and 
Close Competition with Cooperatives: 


"Pending such time as the government can see its 
way clear to adopt the British system to grant relief to 
such companies as follows: 

(1) By recognizing payments analagous to patronage 
dividends as expenditures necessary to obtain and preserve 


business, 


(2) To allow as a deductible expense for the 
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calculation of Income tax, dividends actually paié@ on 
capital employed, not to exceed five per cent. 

"(3) Such other relief as may be necessary to 
companies in competition with cooperatives. 

"Relief wnder this heading "B® might be granted 
by the commissioner of income tax who would be empowered 
to grant it or by a provision for review by a quasi judicial 
body, such as a board of referees, 

"Ths extent of possible loss to the Domirion Treasury 
by the special treatment above suggested for cooperatives 
and corporations in direct competition therewith, ,is 
probably not great, It is important to bear in mind the 
extent to which the income of cooperatives may be deliber- 
ately reduced if patronage dividends are not allowed as 
deductible, as well as the extent to which the income 
of companies in competition with cooperatives might be 
reduced, if inequality of taxation is continued, through the 
necessity of meeting that competition and preserving busi- 
ness," 

BY MR. STEER: 


Qe Now, Mr. Law, would you refer to page 36, paragraph 


A(1) where it states; 


"By recognizing as a deductible expense for the 
calculation of income tax, patronage dividends paid by 
any cooperative authorized to make such payments by the 


legislation under which it is incorporated." 


There is nothing in there about a scheme which has been 


adopted as to the allocation of surpluses to individual 


members of these corporations; would you comment upon that? 


A, Do you mean as to the desirability of adopting a system 


of allocating dividends? 


Q. Yos. A. Well, it is our opinion that in the 
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grain business it is impracticable and extremely undesirable; 
and in making that statement I think I appear to be in agree- 
ment with a statement which was made earlier before this 
commission, That is, we would certainly not be happy to 
ereate -— and I do not know whether TI am answering your 
question, but I think I am-- to create by the allocation 

of dividends a liability to pay them out at a fixed date 
later, Is that what you asked? 

Gs Tvs 

BY THE CHAIRMAN: 

Qe You would not be in favour of that method of 
procedure? Awe No« 

BY MR. ELLIOTT: 

Q@. You are not proposing that funds handled in that 
way Should be exempt, or are you? Ae No, our suggestion 
as to exemption refers to the payment of cash dividends. 

BY MR. STEER* 

Qe As I understand it, your shonoeetel is that so 
far as a company in the grain business is concerned, the 
allocation of such portions of surplus to individual members 
is impracticable? A. YeSe 

Qe Did your directors consider the question at all? 

A. I think it was touched upon, yes. That was the 
conclusion reached. 

Qe That was the conclusion that was reached? A. Yes. 

Q. That so far as that question of allocation is 
concerned, you would prefer to leave it to other people 
who are more directly interested? Ae Yes$ the point 
T make is that so far aS we are concerned we are not 
interested, as a grain company -- we are not interested 
in setting up such liabilities as would have to be set up 


to individual members, if you allocate portions of your 


Mi ai 


&& vi 
on “te 
e y é 


i sy Se 


* ee 


ots 


-7195- Mr. Law 


reserves for future -- creating a future obligation. 
BY THE CHAIRMAN: 

Q. You would regard as deductible only what was actually 
paid? Ae YES. 

BY MR. VAUGHAN: 

Ov How is it impracticable? As dt you wil) turn 
to the table, showing the variability of your earnings, 
that may be clear, As I understand it -= and I am not an 
expert on llocated dividends or allocated reserves, but my 
impression is that at least in the case of allocated dividends 
they have a due date. 

Qe Is that not one of the purposes set out, namely 
to provide a reserve for lean years? They have it under 
eae reserve for a later time? A» But my understanding of 
allocated dividends is that it is payable at some definite 
future date, 

Qe Yes, 1t is a definite liability payable at some date, 
but it spreads over a number of years in order to get away 
from any great loss in any one year. I understand it in 
that way; that is one of the purposes of it? A. There 
might be this condition: My point is that there might be 
falling due in a year when you would find great difficulty 
in meeting that obligation. 

Q.- Yet, if it were not there, there would be that 
difficulty anyway, would thers not? If it is there when 
you want it -- and I am not an advocate of it, particularly; 
that is not the point -- but I am just trying to find out 
what the reasons are for its not being practicable in your 
case any more than in other cases where it is generally 
provided. 

BY THE CHAIRMAN: 
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Qe Do I understand it in this way, that you do not 
regard the allocation of non-payment of patronage dividends 
as a truecooperative principle? Ay eae WOuld nou coe tie t 
far. I am saying this, that it would not be a procedure 
or practice which we, as operators of a cooperative grain 
company, would regard as sound. 

BY MR. STEER: 

Q. But with regard to another business, you have nothing 
moO say aboub 2.0? A. I am not criticizing those who adopt 
the practice, noe But surely we know our business, and we 
do not think it is suitable to our methods of doing business,-- 
to adopt that system, 3 

Q. It does not suit your method of business because, 


as Il understand it, -- because of the very great variation 


in earnings from year to year? Ae I have already said that, 
yeSe And I have referred to page 24, which shows exactly 
how they vary. However, I do not wish what I have said 


to be taken as a criticism of those who like to handle their 
surplus in that way. 

BY MR. ARNASON: 

Qe Are we to understand that you doubt the practicability 
of the method of deferring dividends in the grain business? 

A. Yes, 

Qe And that is your reason for criticizing it; that is 
your reason, apart from the tax question altogether, is that 
what you say? A. I am just trying to say that I do not 
think that system would suit our business. It may suit 
other types of businesses, but it does not suit ours, 

BY MR. STEER: 

Qe And your directors prefer to allow the matter to be 
considered with respert to those other types of business, apart 


from the grain business altogether? As Yes. 


ei pata 


12 


Qe It would be useful if, from your experience, you 
gave to the commission some idca of the manner in which 
elevator companies such as yours, function. First of all, 
your company, in common with all other elevator companies, 
is subject to the terms of the Canada Grain Act? 

Ae Yes, 

Q.- And your elevators are all licensed as public elevat- 
ors? Ae Yes, 

Qe Anji in addition to having public ele vator licences, 
y our elevators have, or your company is also licensed with 
respect to those elevators as commission merchants, track 


buyers, and grain dealers ? As Yess 
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Q. The different kinds of business that are done, I 
suggest to you, can pernaps best be determined by an examinat- 
ion of the different forms of contract that are to be found in 
the Canada Grain Act. I have here an office consolidation of 
the Canada Grain Act, 1930, and I find on pages 80, 81 and 82 
three different forms of elevator receipt which are headed, 
"Special Bin Elevator Receipt", "Ordinary Elevator Receipt" 
and "Interim Elevator Receipt™. Those three elevator receipts, 
as I underst nd it, are given to the customer who delivers grain 
to the elevator and retains the property in it himself? 

AS. ifs, 

Q. They are commonly known as Special Bin Elevator Rec- 
eipt, Graded Storage Elevator Receipt and Elevator Receipt for 
Graded Storage subject to Inspector's Grading? A. Yes. 

Q. Strictly speaking it is with respect to that class 
of transaction only, where the question of ownership is retain- 
ed in the farmer, that the term “handling charge" is applicable? 
As eS. 

MR. STEER; I call your attention, Mr. Chairman, to the 
terms Of these receipts, They all preter toa; 

"The charges payable in respect of the grain above des- 

cribed shall be as follows: 

For receiving, hand;ing and shipping the said grain-—" 
In one case the identical grain is to be deliverdd back to the 
farmer, in the other two cases grain of the same quality and 
grade, the grain having been mixed with other grain, is to be 
delivered back. 

BY MR. STEER: 

Q. Those charges that are spoken of in the receipts for 
receiving, handling and shipping are controlled by the terms of 
and are subject to the regulations made by the Board of Grain 
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Qe If you refer to section 15 of the act, subsections 
(ary (2) y9°(8) and (+) you will find set out the powers of the 
commissioners to make regulations. Subsection (q) reads: 

"(q) Fixing the maximum charges authorized to be 
made by licensees under this act, or under the regulatios 
applying to the conduct of business by such licensees, 
and specifying the mode in which such charges are to be 
advertised or notified to the public -or to persons who 
may be .nterested therein," 

The next subsection reads: 
. "(r) In particular, fixing or approving the maximum 
charges to be made for the dvsouares of grain into and out 
of elevators, and for the insurance against fire, storage, 
Cleaning, treatment and handling of grain while in any 
elevator." 

Then there is provision for other charges for different types 

of work to be done in connection with the grains 

That class of business, as I understand it --= we 

are leaving out of consideration the war and the Wheat Board 
contract -- was a comparatively small proportion of the 
business done by these elevator companies? 

A. In recent years, yes. 

Q- But the situation might change and people might get 
the idea that they wanted to hold control of their grain for 
a longer period of time and that might become the larger 
portion of the business? A. It might, yes. 

Q. But at the present time, leaving out of consideration 
the Wheat Board contract, the greater portion of the business 
is done by the actual purchase of the grain at the country 
points by the elevator company? A. Yes. 


Qe And the actual purchase is carried out under: the 
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documents that are to be found at page 83 of this consolida- 
Gicn or the act, and those forms from 4 to 10A are really 
different types of cash purchase tickets? 

A. Yes. 

Qe As soon as that cash purchase ticket has been issued, 
the elevator company becomes the owner of that grain and takes 
all the risks with respect to it from that time forward? 

A. That is so. 

Q. The vendor under those circumstances receives a 
price which is based on what is called spot price, being the 
price at Fort William or Port Arthur? 

Ae It is based on the futures price, and at certain 
times it may reflect a spot premium which might exist at 
the date of the purchase, 

Qe Amn I wrong in this -- I probably am wrong -- but I am 
under the impression that when the actual wheat got to Fort 
William there was a spot price for the grain at Fort William? 

Ay Yes; 

Qe Is that right? Ae ¥eHs 

Qs And I was under the impression that the price at 
the country elevator was based upon what that price, what 
that spot price at Fort William was? 

Ae It might or might not be. At times it might reflect 
possibly all of it; at other times a part of it, and at other 
times perhaps none of it, It depends upon the conditions, 

Qe Perhaps you will tell the commission what is meant 
by the term "street spread"? Ae The term "street spread" 
refers to the difference between the futures price, basis 
in store Fort William or Port Arthur, and the country price, 
after taking into consideration the freight. Perhaps I can 
put it im more simple language. If the price of wheat at 


Port Arthur is $1 per bushel and the freight is 15 cents, 
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that leaves 85 cents, does it not? 
Qe Yes. A. And you pay your farmer 80 cents, so you 
would have a street spread of five cents. 

Qe That is intended to cover -- Ae That is intended 
to cover the handling charge of one and three-quarter cents, 
plus one cent that you would have got if you had sold it on 
consignment. I do not think you mentioned the commission 
charge, It would be plus the merchandising risk involved 
in buying grain at the country point on the basis of the grade 
at that point; taking the risk of loss in grade and any other 
risks that might be involved in moving that grain on:tothe 
final spot position, 

Qe In dealing with the commission eid of the business 
I did not mention the charges, A. You asked me how the 
spread was made up. 

Q. So far as the commission end of the business is con- 
cerned, the clevator company makes its money by the collection 
of commission from the man for whom they sell the grain plus 
a charge for the handling of that grain? A. Yess To clear 
this up, perhaps I might just say this: if a farmer desires 
to ship his own grain and the elevator cOulpany then acts as 
agent, he will collect from that farmer one and three-quarter 
cents for a handling charge and one cent per bushel for the 
business of selling it. In other words, he gets two and 
three-quarters cents, and the street Spread is intended, 
or we hope at least to get that amount if we buy the grain, 
plus a sufficient amount to justify the purchase including 
the aoceptance of the risk involved and some merchandising 
profit. 

Q- When you come to Wheat Board wheat, whether it is a 
voluntary transaction between the farmer and the Wheat Board 


Or whether, since September, 1943, it is a compulsory 
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transaction between the farmer and the Wheat Board, the 
elevator company Simply takes in the farmerts wheat and pays 
to that farmer an amount for the grade of wheat that is fixed 
by the contract between the elevator company and the board? 

A. Yes, 

Q. And the amount of remuneration that you obtain for the 
handling of that wheat is also fixed by that contract? 

As Yes, Perhaps I could enlarge on that. Have you a 
copy of the contract ? 

Gey 208, ll have a copy, but it is not the 1943 contract. 
The point I wanted to make is that this contract with the 
Wheat Board -- in dealing with this TI prefer not to bring 
into the picture at the moment the change in price upping 
by two cents which occurred; let us forget that for the moment-- 
the contract with the Wheat Board that was entered into for 
this season's operations specified that we were to pay to 
the farmer certain fixed prices at the local point in accor- 
dance with the schedule attached to the contract, and that 
schedule provided that the price was to be $1.25 at the head 
of the lakes, less freight and less three cents; that is how | 
the schedule was made up. As the Commission has already 
discovered, those prices were increased by two cents, notwith- 
Standing the contract. 

BY MR. PARKER: 

Q. Increased? Ae Increased, 

MR. STEER: Mr. Chairman, there is a book here which I 
would be very glad to leave with YOUe It covers a number 
of papers that were delivered at the world grain exhibition 
and conference held in Regina in 1933, There are three 
articles in that book which deal, first, with merchandising 
methods in wheat marketing, commencing at page 186; grain 


merchandising and the functions of the elevator system of 
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western Canada, which commences at page 193, and the place of 
the grain exchange in the world's wheat marketing, which 
commences at page 217. If you care to have that I shall 

be glad to leave it with you. 

THE CHAIRMAN: We might add that to our library, which 
is growing daily. 

MR. STEER: By the way, I had better mention that is 
from the United Grain Growers. 

THE CHAIRMAN: We had better have an indication of where 
it comes trom so that it can be returned. 

MR. STEER: We have had copies mimeographed of one 
of these articles and I will supply copies of that as well. 

BY MR. VAUGHAN: 

Qe You stated a while ago that the largest amount that 
could be retained by your organization was $297,000 plus 
the 20 per cent? Ae Yess | 

Qe [ was wondering how you arrived at that figure when 
the year's results are variable, sometimes there being a loss 
and sometimes a profit? 

A. It is fixedby'the manner in which the Excess Profits 
Tax Act operates. There: is: a. Limit sander that. eet. 

Qe In any year, no matter what your profits are? 

A. We may make millions and that would be all we would 
have left. That is almost automatic under the Excess 
Profits Tax Act. $297,000 is the figure of what we get, 
and that depends entirely on the size of the excess profits 
tax. If we had an excess profits tax of a million dollars, 
we would only get $297,000 back, 

Qe. It does not matter what your profits are, you say 
it would be no more than that? Ae We can make all the 
profit we like but we cannot retain it. 

Q. That is what I mean. Regardless of the degree of 


profit, the amount you can retain is only $297,000? 
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i 
Ae Yes, plus the rebate, 
Q- Plus the twenty per cent. There are a couple of 
questions I should like to ask, I have just been comparing 
the recommendations you make with respect to cooperatives 
and other corporations, and I notice there are some differences 
3 under B, covering corporations. Under (1) you suggest that 


dividends would be allowed under certain conditions, that is, 
as expenditures necessary to obtain and preserve business. 
There is no condition like that in connection with the 
cooperatives? Ae I do not quite get your point. 

Qe You say that in connection with cooperatives that 
patronage dividends are deductible, but in the case of the 
corporation there is a condition attached that they are to 
be expenditures necessary to obtain and preserve business? 

A. This applies to companies who can persuade possibly 
the Board of Referees or the Commissioner of Income Tax 
that they are operating een certain lines or in a field 
where they have to meet cooperative competition. 

Q» I understand that, but even in connection with those 
corporations which @0 compete there is a condition attached 
that they shall be expenditures necessary to obtain and 
preserve business, and there is no such condition in 
c onnection with the cooperatives; they can pay it out without 
any condition, What I am asking is why it is necessary 
to put a condition in the case of competing corporations? 

A, If we omit that it seems to me that we are recommending 

the complete adoption of the British system. We are trying 

to meet the situation by at least a partial adoption of the 
British system and this is intended to deal with such companies 
who are in close competition with cooperatives and who find 
that they have to make these payments to obtain and preserve 


business I think that is the reason we put it in there, 
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MR. STEER: I wonder if I could suggest that the 
cooperative has a right by its charter, we will assume, to 
pay this. The B part refers to the ordinary corporation 
in direct competition with such cooperative which under its 
charter has a right to pay a dividend, and it may find that 
in order to mect that competition it has to pay this analagous 
payment. That is what is imtended. 

MR. VAUGHAN: I understand that, but I do not understand 
the imposing of a condition, that is, where a condition is 
imposed on the corporation that does not exist in the case 
of the cooperative, 

MR. STEER: The Commissioner of Income Tax or the 
Board of Referees would have to consider the whole situation > 
and determine whether or not that corporation, in order to 
meet the competition of the cooperative grain organization, 
would have to pay something analagous to it. 

MR. VAUGHAN: Why should not the corporation be just 
as free to do it as the cooperative? 

MR. STEER: There is no reason why they should not 
be as free to do it provided the statute gives them the 
right. 

MR. VAUGHAN: Provided the law permits it, but this 
is a suggested condition to be attached to the payment 
of patronage dividends by the corporation, when it has 
been shown that it is necessary to pay it in order to 
obtain and preserve business. 

MR. STEER: If that interpretation were to be placed 
on it, it is not what we intended. If an vordinary 
corporation in competition Fie ee cooperative grain 
Company chooses to pay a patronage dividend, it would have 


the right to do so. 
MR. VAUGHAN: It is really not intended in the way 
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MR. STEER: I think that is so. 
BY MR. VAUGHAN: 
Qe I have just one other question along the same line. 


In recommendation (2) under A, as applied to cooperatives, 


for instance, dividends up to five per cent paid by cooperative 


organizations on a capital stock basis are allewed. What 
would that five per cent be on, just the capital stock? 

A. The capital stock. 

Q- It would not be on the capital employed? An 
would be tn the capital stock. 

Qe That would be quite a different thing. In the case 
of the corporation it would be the capital stock issued, 
plus surpluses? i. Well, we thought that that was 
probably as far as the recommendation for allowances on 
dividends paid on capital stock would ZO» 

Q- I think that gops a long distance ? Ae We meant 


what we said there, 


Q- It may not be as generous toward the ccoperative; 
that was the point in my mind there. Im a cooperative 
you are restricted to five per cent of the stock issued, 
according to your explanation? As» I 8e0) your, points 

Qe I suppose the intention tis to put them as near as 
possible on the same basis, is that it? | 

Ae YeSe | 

BY MR. ARNASON: 

Q. I was interested in your recommendation number... 
three, under clause A at page 37, In connection with that 
have you any information as to the percentage of business 
that your company does with non-members at the present time? 
A. We took off some figures in 1942 and at that time we 
could have made application under section 4 (p), but we are 


not in position now -- we would have been if the payment of 
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these patronage dividends had not been interfered with by 

the decisions of the taxation authorities. That is to say, 

L° think you understand, Mr. Arnason, that when these patronage 
dividends are paid they are not payable in respeot to non- 
members. Because of this bill we have been forced to make 
those applications restrictive. 

Qe Do I understand you to say, Mr. Law, that yor allo- 
cated these patronage dividends only to members and not to 
your non-member customers? A. Strictly to member customers, 
yeSe 

Qe Now, on page 31 you say that in the grain business 
it would be rather impracticable to segregate the sources 
of revenue as between member and non=memeber business. 

I wonder whether you would enlarge on that a little, especia- 
liy in view of your statement that you made such a calculation 
in 1942? A. Well, quite a bit of our revenue comes 
from nonemembers, as is the case, I think, with most grain 
companies. His Majesty the King is not a member of any 
grain board and we get a lot of revenue from crown wheat. 

We may sell grain to exporters, for instance, and they may 
decide to retain it in storage. We would collect storage 

on that. But in addition to that it would be difficult 

to keep track of the minor revenues which do come from 

people who for some reason or other are not members, 

It would be difficult, but not impossible. 

Ae I suppose anything is possible if you provide yourself 
with enough books and papers and accountants and clerks. 

Qe One more question, Mr. Law. On page 6 you state 
that your company operates a plant in Edmonton for the 
manufacture of a complete line of live stock feeds? 

Aa YCS« 

Q. Which is sold and distributed through your country 
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elevators? As Yess 

Q. At other hearings of the Commission some discussion 
has taken place as to how far a producers! cooperative should 
go in processing products delivered to it by its members. 
I wonder whether you would care to express any opinion as to 
how far a produoers' cooperative should gc, bearing in’ mind 
the taxation problem?. 

A. Do you want me to outline our operations at Edmonton? 

Qe Now A. It would be simple, of course, and I shall 
be glad to do it if you want an explanation, 

Qe Noe Perhaps I did not state my question clearly. 
I think one witness suggested that a producers! sooperative, 
taking delivery of agriculturel products in the raw state 
and delivering to its members, should be entitled to process 
the product for sale, but that any further processing or 
refinement of that type of activity anaes left to other 
organizations than the producerst oooperative? 

Ae I would not agree to thate 

Q. Why, Mr. Law? A. It depends on the type of 
operation, of course, If it oonsists of processing a 
primary product of the members and finally disposing of it, 
I see no reason why that should not be considered as part 
of the revenue of the cooperative and treated as other 
revenues ls that your point? 

Qe Yes, but supposing the process were carried a little 
further than that? I think it has been suggested that 
a processing which is ancillary to the marketing of the 
original produsot may be considered as part of the functions 
of a marketing cooperative, if the refinement of the pro- 
cessing is carried to a further stage a different situation 
may arise? Ae YeS. 


Qe For instance, the product may consist only to a 
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limited extent of ingredients which form part of the 
commodity originally delivered by the members? 

Ae I have not really given careful consideration to 
that. It is a very interesting point. iL Should Like. oO 
give that some consideration before answering, if you do not 
mind. 

THE CHAIRMAN: We will adjourn for lunch for that 


PUTPOSE. 


At 12,50 pom. the Commission adjourned until 2.15 Pale 
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ime -7210- Ottawa, Monday, 
Aprad: 30,1942) 


The Commission resumed at eel Deis 


MR. R. S, LAW, examination continued, 


MR, STEER: Before we commence, Mr, Chairman, I wonder 
if, Speaking to Mr, Commissioner Vaughan, I might call his 
attention again to subsection (1) On page 37, "Phe wording 
may not be as clear as perhaps it might be, but what is in- 
tended by that subsection is, by recognizing payments 
analogous to patronage dividends. They are not called 
patronage dividends; they are analogous to them; and our 
Suggestion is that they should be recognized as expenditures 
necessary to obtain and preserve business, and consequently 
Should be allowed as an expense under the Income War Tax Act. 

MR, VAUGHAN: I see; thank you. 

BY UR, OTHER 

Q. Now, Mr, Law, Mr, Arnason asked you a question, as 
to your views on the extent to which cooperatives ought to 
be permitted to process the products of its customers or 
rather I should say of its members, Would you give your 
views on that now? A, Well, my view on that is that the 
cooperatives should be allowed to process the product of 
the member, delivered to it, until it gets into a marketable 
commodity which is required for the final market. As to 
where the line should be drawn, and I think Mr, Arnason asked 
me that, that is what I wanted to think over in connection 
with that matter. I really do not know where the line should 
be drawn in operations of this type, and I do not think I 
would attempt to draw the line. For instance, take barley. 
You might argue that barley should be turned into malt, the 
malt should be turned into beer, and you might have co- 


operatives operating beer parlours in order that they might 
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bring the final product to the consumer,’ “That ta not tn- 
tended, but it is just a Sample of what is involved in the 
question the Commissioner addressed to me. I do not know 
where the line should be drawn, but it should be drawn at a 
reasonable point in the operation, Where that point should 
be, I confess I would not like to express an opinion, 

BY THE CHAIRMAN: 

Q. It might go well beyond the primary product, however? 
Ay Yos. 

BY MR, STEER: 

Q. For example, you suggest that there would not be any 
doubt that a cooperative grain company Should be permitted to 
mill its product? A. It should be permitted to mill its 
product. Absolutely. 

Qe How much further it should go is a matter for some- 
body else to decide? A, It is a matter for pretty careful 
examination, 

BY MR. VAUGHAN: 

Q. Should they go as far as baking it? Mor Th pourd 
not express an opinion on that, because there you get into 
the question of the distribution of bread, and into the 
category of beer parlours in the other example I mentioned, 

MR, STEER: I have nothing further. 

BY MR, VAUGHAN: 

Qe Perhaps I might follow up the few questions I asked 
a short time ago. As you know, Mr. Law, the Commission's 
inquiries cover mutual fire and credit unions, Were these 
recommendations intended to cover those two classes? A, The y 
were not taken into consideration at all, 

Q. Then these are not intended to cover them at the 


moment, anyway? A. No, sir. 
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Q. Just one other question. You drew particular 
attention to the fact that these recommendations applied 
only to corporations in direct competition with cooperatives? 
Ay Yes, 

Q. Let us say that these recommendations were seriously 
considered. Do you not think there would be some complaint 
from companies which are not in direct competition with co- 
operatives? Take many manufacturing concerns, construction 
concerns, t 2ansportation companies, telephone companies and 
$0 on, Would they not claim that companies operating in com- 
petition with cooperatives were given some special privileges? 
A, They might do that. May I say just here that while we 
are very definite that our references in respect to A are what 
we desire, B is really offered to the Commission as a Sug-~ 
gestion and a suggestion only, to be Subject to the necessary 
examination into its faults and what-not, I do not want the 
Commission to think that there is as much emphasis on Bas 
there is on A. It is merely an attempt to make Suggestions 
to the Commission which we thought might be perhaps of some 
little help in meeting what we presume to be the Gesire, to 


Somehow remove the tax discrimination, 


Q. If your recommendations under A were adopted, they 
by themselves would not bring the corporations on anything 
like the same basis, You really have to go to the second 
group of recommendations to bring them in line? A, To 
bring them in line? That is what we are trying to do, bring 
them in line with the cooperatives, | 

Q. But it requires your recommendations under B to bring 
them in line? Those under A would hardly be sufficient by 
themselves? A. Ido not think I can add anything more to 


what I have said, Mr, Vaughan, Those under A deal with 
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cooperatives, and that is what we are interested ine Those 
under B deal with other types of companies and are more in 
the way of suggestions rather than an expression of our views 
in respect to cooperatives, 

BY MR, PARKER; 

Q. Mr. Law, just a few questions in reference to 
certain aspects of the business carried on by this company. 
Can you tell me in what respect the method of operation of 
your compar; differs from the method of operation of an. 
ordinary joint stock company? By ordinary joint stock 
company I mean one that does not contend to be a cooperative 
in any sense? A. You are speaking of operations only, and 
not control? 

Q. I am going to put it under two headings: first, 
its method of operation; second, its capital structure, You 
can deal with both headings, if you like. In its method of 
operation, in what respect does it differ, we will say, from 
the ordinary line elevators, from which we are going to hear 
very shortly? You know how chasmoranatee A. Yes, 

Q. In what respect does your company differ, in its 
method of operation? A, The day-to-day operation? 

Q. From the ordinary line elevators, Name the dif- 
ferences, one, two, three? A. The day-to-day operation, 
the handling of grain, is practically the same, 

Qe ALL Pigcht, A, That deals with the operation. 

Q. They are the same as far as methods of operation are 
concerned? Be  LeRs 

Q. Then as to capital structure, what is the difference? 
A, The capital structure of the United Grain Growers consists 
of A stock, which is a preferred stock, and of B stock, the 


ownership of which is restricted by an occupational limitation. 
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It can only be owned by farmer customers, The voting rights 
are confined to owners of B stock, and regardless of the 
number of shares held the owner has Only one vote, 

Q. On what? On what occasions does he have one vote? 
A, On two occasions, 

Q. What are they? A, The voting privileges enjoyed 
by the B members are exercised at a local meeting of B members, 
and perhaps I might say that prior to the annual meeting of 
the company, usually between September 1 and the date in 
November when the annual meeting is held, these groups meet 
and at those meetings the B shareholders have the right to 
vote, It is one man, one vote. At that meeting they elect 
a delegate to attend the annual meeting of the company -- 

Perc, 20lewien bo interrupt you, but that is all set 
out in your brief, om I thought you were asking me -- 

Q. Enumerate them generally, under what headings and 
in what respect they would differ? A, They are different 
in that respect. 

Q. They are different in this respect also, are they 
not, in that there is no such thing in your company as a 
general meeting of all the shareholders together at any one 
time ? A, No; the annual meeting is the meeting of the 


delegates, 


Q. It is also within the control of the directors, is 
it not, to fix the territorial limits of the so-called locals? 


Ba,  YSS. 


Q. Is it true that the number of members in each local 
varies greatly, from 50 or 60 to several hundred? A, It 
varies from 50 to perhaps 200. I have not those figures, but 


it varies, 


Q. But each local sends one delegate? A, YO, 
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Q. And each delegate has one vote only? <A. Yes. 

Q. Therefore I suggest to you that the principle of 
one member, one vote, which I understand is a principle of 
the Rochdale plan, is not the case in your company in this 
Sense, that when you have 50 shareholders represented by one 
delegate, when the delegate votes you might say each share- 
holder has one-fiftieth of a vote. That is what he is ex- 
pressing, through his delegate? Ae, YOS, 

Q. Wereas in the case of a larger local, where there 
are 200 members, each member is only speaking through his 
delegate to the extent of one two-hundredths of a vote? 

Aaah nat, 18 true, 
.Q@. So it is quite a different set-up from the well 
known principle of one member, one vote. in the aprairs 
of this company the member does not have any Such thing, 
does he? A. Well, in the case of this company, as stated-- 

@, I haves stated it as it i338? A. It 18 one man, one 

yous, whether in a local or in an annual, meeting, 
BY THE CHAIRMAN: 

Q@. May I just put in a question here? Is that why 
you say on page 16 of your brief, among other reasons: 

"As to (a) it has been shown that in organization and 
structure the company conforms substantially to the principles 
of the Rechdale plan --" 

Exactly what do you mean by "Substantially"? Do you 
mean these differences which Mr, Parker is now bringing out? 
It is the qualification there, "substantially," that I should 
like to know about. A, Yes, Mr, Chairman, we claim that 
it does substantially conform to those principles, 

Q. Then in what respect does it not conform? A, I 


really cannot tell you. 
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Q@. Then the word "substantially" there is not accurate, 
What do you mean by "substantially"? That is on page 16, 
A. Yes, I have it here, 

Q. That same idea runs through your brief in a number 
of places, For instance, on page 1 you say: 

“Its constitution and form of organization conform as 
closely to the Rochdale plan as that of any other large co- 
operative -" 

There is a qualification there, also? Me YOR, 

Q. I should like to know about that? A, T have a 
note of what we consider the essential features of the Rochdale 
plan, Perhaps that will help us to answer the question, 

Q. But what I really want to know, and what I think 
Mr, Parker wants to know, is in what features you are not a 
cooperative? A. AS compared with the Rochdale plan? 

Q. Yes, May I suggest that it is possibly the failure 
to pay patronage dividends regularly? Ay VOSS 2 Would 
doubt whether the cooperatives of Great Britain pay patronage 
dividends regularly. We have used that expression, I think, 
because the Rochdale plan, as we see it, had these essential 
features, 

1. Voting on the principle of individual membership. 

2. Fixed or limited dividends on capital. 

%, Limitation of shares holdings, 

4, Provision for payment of dividends based on patronage, 
and retention of part of the surplus in a common fund for the 
furtherance of the ends of the cooperative organization, 

I have not examined, dnd I could not answer a question, 
as to what extent we differ, That is the question, is it not? 

Q, iI take it from etn brief that when you regard it as 


expedient not to do so, you do not pay a patronage dividend? 
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Ke 7 180, 
oy That is true; ist note Ag Yes, that-i8 (true, 
BY MR, ELLIOTT; 

Q. The Rochdale Pioneers were a consumers! cooperative? 
A, 0 288. 

Q. And your organization is primarily a producers! or 
marketing cooperative? A, Primarily a producers! co- 
operative, but it has its department which looks after the 
farmer as .« consumer, 

Q. So there is some difference in the type of business, 
as between the British cooperatives and your own? A, Yes, 
a citferencte in type, 

We leTo AT understand, then, that the word "substantially" 
on page 16 means as far as may be, taking into consideration 
the differences between the Rochdale set-up and your set-up? 
A, i think that would be a safe. conclusion, 

BY MR, ARNASON: 

Q. Just on that point, Mr, Law, and following your 
answer to Mr, Elliott, would it be true to say that whereas 
the Rochdale Pioneers were formed originally on the basis of 
a small group, which made possible personal contact between 
& member and the store, you are here or have been trying to 
adapt the same principles, in 80 fap as 13 possibie,. Go the 
handling of a commodity that lends itself to large-scale 
operation most economically, and where the same interest is 
common to a very large number of people, which makes it 
inexpedient or at least difficult to have the degree of 
direct personal contact between the member on the land and 
the headquarters of the company? A, . Yes. 

BY THE CHAIRMAN: 


Q@. Then when principle meets expediency, which gives 
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way? A, Would you repeat the question, Mr. Arnason? 

MR, ARNASON: Perhaps the reporter would read it. 

(Reporter reads: "Would it be true to say that whereas 
the Rochdale Pioneers were formed originally on the basis of 
a small group, which made possible personal contact between 
a member and the store, you are here or have been trying to 
adapt the same principles, in so far as is possible, to the 
handling of a commodity that lends itself to large-scale 
operation .iost economically, and where tho same interest is 
common to a very large number of people, which makes it 
inexpsdient or at least difficult to have the degree of 
direct personal contact between the member on’ the land and 
the headquarters of the company?") 

MR, ARNASON: Perhaps if I reworded that last part of 
it -- 

THE WITNESS: I did not get that last part, 

By MR. SLUTOTT: 

Q. This follows, I think, as one of the possible dif- 
ferences, To what extent have you been successful in trans- 
ferring the B shares from the hands of people who are now not 
customers to the hands of current customers of the United 
Grain Growers? A, Woell,*it is happening almost Maiiy, 1 
have not the exact figures, but at the time of the redis- 
tribution a lot of the original shareholders were not 
interested in the B stock. A very great number of them gave 
up the B shares and took the cash. Perhaps I might just 
point out that the par value of the original share was $25. 
Then the A share was $20, so we had to give them a B share. 
In a great many cases the B share was cashed in, To-day 


they are drifting in; I have not the exact figures, 
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Q. Am I right in understanding from your brief that 
it is your intention to try to transfer those B shares from 
the hands of the people who are not now your customers to the 
hands of those who are? A. Yes, we are very keen on doing 
that. 

BY MR, PARKER: 

Q. You used the expression a number of times in your 
brief that you are adapting the Rochdale principles to your 
organization, or words to that effect; or rather that you 
have adapted your organization to the Rochdale principles, (oF 
something to that effect? Ay « (¥6a. 

Q. What you are really doing, I suggest, is to engraft 
on to the Rochdale principles a method of operation that is 
so far removed from anything that was in the contemplation of 
the Rochdale Pioneers that they are scarcely recognizable. 

Is that putting it too strongly? AVES. ol ieee sii iss 
Undnk it, is, 

Q. Let me point out one or two particulars in which 
you have departed, then. To begin with, this system of 
delegate voting was quite unknown and unheard of, was it not, 
under the Rochdale principles? As I would not ‘say that. 

Q@. One member, one vote at the annual meeting of the 
members was one of the primary rules of that organization, 
was it not? A, AS I understand it, there is a connection 
between the retail store and the C.W.S., speaking of England 
only, and I would be rather surprised if the representation 
of the local store is not provided for by a delegate vote in 
the annual meeting of the wholesale. I think there must be 
some provision for some form of delegate voting, I cannot 


Speak with any definite authority on that, however, 
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Q. I also suggest that it was quite unknown as one of 
the Rochdale principles that a large corporation such as yours 
should own and operate a large numbers of wholly-owned sub- 
Sidlaries, organized on the ordinary joint stock company basis, 
which carry on business at a profit and return those profits 
back into the so-called parent company. I suggest that was 
quite unknown to the Rochdale Pioneers, What do you say to 
that? A, I cannot say that the Rochdale system to-day is 
not doing she very same thing, I do not know, 

Q. My suggestion may be unfounded, but I thought perhaps 
you would know. The Rochdale principles did not contemplate, | 
did they, that the members would have large blocks of share 
capital, such as your company has; that is, class A and 
class B, raising very substantial sums from the sale of 
Shares, and also that they should have heavy bond issues, 
raising capital by issuing bonds secured by mortgages on the 
assets of the company, Was that principle involved in the 
Rochdale Pioneers? A. Ido not know what they are doing 
at the moment. 

Q@. You do not know whether or not that was a part of 
the Rochdale idea? Pe MAN 

BY THE CHAIRMAN: 

Q,. It does not matter what they are doing now, Mr.Law; 
1G is a question of their principies, A, Well, a hundred 
years ago I do not imagine there were such things as trust 
deeds of the kind we know to-day. 

BY MR, PARKER: } , | 

Q. These are things which your company has done, as you 
say, by way of adaptation of the one to the other? A, Yes, 
IT think we have made that clear; it is an adaptation of the 


Rochdale plan to meet our western conditions. That is all 
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we claim. 

Q. I understand that. One more thing. Did the Roch- 
dale principles contemplate this, that in the disposition of 
the savings or earnings or profits, call them what you will, 
& large portion of them should be disbursed in proportion to 
the share capital, that is in proportion to the number of 
Shares held, and that the balance should be distributed on 
the basis of the business done with the association? Was 
that inclujed in the Rochdale principles? .Ay si belleveuir 
was, 

Q. I started out really to ask you in what respects 
the operations of your company were different from the oper- 
ations of an ordinary joint stock company. We sort of got 
drawn off to the differences between your company and the so- 
called cooperatives, I was rather comparing it with a joint 
stock company, to begin with, so let us go back to that, 

A, By that you mean the day-to-day transaction of business? 

Q. iI think perhaps you answered that. You say there is 
no difference, as far as the day-to-day work is concerned? 

A, Yes, The elevator companies are operating in the same WaYe 

Q. And in the controlling of these subsidiaries, That 
is what a number of these joint stock companies do; they have 
wholly-owned subsidiaries? A. » Yes, 

Q. That is very much like your company? A. YOR, 

Q. But I suggest there is one difference in your 
charter, in your company, from the joint stock company, and 
it is this; that you have authority, that is your company has 
Statutory authority, to pay patronage dividends if you are 
SO minded, that is if the directors come to the conclusion 
that they ought to be paid, Is that right? A. Not exactly, 

Q. Then tell me about that. I thought it was in your 
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charter, A. I was going to refer to the by-laws, 

Q. I Suggest that it is in your charter? A, Yes, 
but the charter calls for a by-law. 

Q. TI appreciate that, but the by-laws, as you know, 
could be no wider than the charter under which they are made? 
A. Very well; we will look at the charter, 

Q. I do not want you to read the charter 1cselry I just 
want to shorten it upe fs it in your charter; if so, tell me 
the sectica? A, It is Section 5 of the Act of 1941. There 
the directors of the company are given power, by resolution 
adopted at a general meeting. 

Q. Exactly. I was right, then, was I not, when I said 
that the company, by its charter, has authority, by taking 
the proper procedure, to pay patronage dividends? he | Loss 

Qe Whereas the ordinary joint stock company --~ this 
may be & question of law, but I think you will know what I 
am getting at -- does not ordinarily have any Such power? 
That is correct, is it not? A Me's, 

Q. So in that respect your company is different from 
the ordinary joint stock company; is that correct? Bae Ea 
respect to the payment of dividends; yes, 

Q. Yet the authority to pay patronage dividends, as 
contained in your charter, is restricted to paying those 
dividends out of the profits earned by the company, is it 
not, and from no other source? A. Yes, that is right, 

Q. Therefore it presupposes, your whole Set-up pre- 
Supposes from A to Z in your charter, in your by-laws, in 
your method of doing business, that United Grain Growers 
Limited are operating for the purpose of making profits; and 
that outside of one or two unsuccessful years they have made 


profits right down through the years, Is that correct? 
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A. Our annual net earnings have always been described as 
profits, 

Q. Was that not what it started out to do? Was that 
not what the company was organized to acquire, at its in- 
ception, and has it not been one of its objects right down 
through the years, until the present time? A. subject, 
of course, to the right to pay patronage dividends, 

Q. Subject to the right to dispose of those profits on 
a certain »>asis? Py A POR e 

Q. And one of those bases on which you are authorized 
to dispose of profits is to pay some of them back to patrons 
of the company? a) OMB, 

Q@. But for that you are in all respects carrying on 
business, and I am speaking generally, the same as any 
ordinary joint stock company? A, No, I do not think so, 

Q. If that is not correct then you put me right? 

A. Woll, I“think it is pretty obvious that we are not an 
ordinary joint stock company, for very obvious reasons, 
There is the constitutional structure. If we had been an 
ordinary joint stock company we would not have gone to the 
trouble of getting a special act of the Dominion of Canada, 

Q. Perhaps not, Have you finished? Ay Yea. 

Q. I pointed out a moment ago that you were restricted 
to the payment of patronage dividends out of your profits, 

i wikl @o one aie further, You are only permitted to pay 
them out of those profits after there has been sufficient > 
to provide for a dividend on your share capital, Is that 
correct? hon Tnet 28. correct, 

Q. Then just a word about subsidiary companies, You 
have listed them, I think, at the beginning of your brief? 
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Q. You do not give us any information in your brief 
about them, and the statement which you have filed is 
naturally a consolidated statement, is it not? If required, 
could you furnish us with copies of the financial statements 
of the various subsidiaries? A, We have filed the con- 
solidated statements only. 

Q. If it becomes necessary or desirable for the Com- 
mission to have them, are you ina position to furnish us 
with copi s of the statements of your several subsidiaries? 
A, Yos, 

Q. Very good, I do not ask for them at the moment, 
One of your subsidiaries is an insurance company, or an in- 
vestment company? A, An insurance company. 

Q. By the name I take it to be an investment company? 
A, I will explain that. The word "securities" was used be- 
cause at that time we had in mind -- 

Q. The name is United Growers Securities Company Limited, 
It was incorporated WOGI7 Wy aso 

Qo That was some twelve years after the parent company 
was incorporated? Ay XS, 

Q. Why had it become desirable, twelve years later, 
to organize a securities company or an insurance company ? 

A, Largely to handle our own insurance. It is not an in- 
Surance company, Mr. Parker; it is an insurance agency, We 
act as general agents, 

Q. Uthat is what I am trying to. gst at, Asma taes 
general agency company through which is handled all the 
insurance on the properties of the United Grain Growers and 
Subsidiaries, and a certain amount of business with -- 

Q. The general public? A. Mainly with farmers, 


and to some extent with the general public. 
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Q. That is what I want to get at, It carries on 
three types of insurance, then, as I gather it. First it 
arranges, as an agent, with the ordinary companies -- it is 
not an insurance company itself? | Ay ONG, it is not, 

Q. An insurance agency? A, Yes, it is a general 
agency. 

Q. It secures insurance on the physical assets of the 
parent company? We POLO ae 

Q. ‘shat is one purpose? A, Yes, and the contents, 

Q. It also arranges insurance for individual members of 
the company, of which you have many thousands? Ke LOS. 

Q. On their individual farm properties, and that sort 
or thing? A, Phat La riehus 

se Phe is not the business of the company at all, is 
it, the individual members as far as their carrying insurance 
is concerned? A. It is transacting the individual business 
of the members, 

Q. In the third place it writes insurance on behalf of 
anybody who applies to it? Hee kG 

@, And is it through this company that the parent com- 
pany arranges its investments, purchases Victory bonds and 
that sort of thing? A. No. The word "securitie@s" has no 
bearing there, 

Q. Is the business of this company confined purely to 
those three types of business I have mentioned? iy OME Vr 
confined to fire and hail and automobile and bonding -- 

Q, With those three groups of people? A, The 
company's own properties, the members and a few people, not 
many, who are not members, 

Q. And for years it has been operating at a profit? 


A. Yes, 
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Q. It is an ordinary joint stock company? A, Yes, 

Q. Of itself it does not purport to be a cooperative, 
does it? fi, No. 

Q. All the shares in it are owned by the United Grain 
Growers Limited? A, Yes, 

Q. And how much capital has this company? A, $100,000. 

Q. United Grain Growers invested $100,000 in the capital 
Stock of this company? Ay) Yes, 

Q. ‘here did they get that money to invest in the 
capital of this company? A. From its own resources, 

Q. Its own earnings or reserves? A, Its own resources. 

Q. What do you mean by its own resources? A. I mean 
its own resources, When it bought the shares it issued a 
cheque. 

Q. But was the cheque honoured out of the earnings or 
profits of the company, or out of some other fund which it 
held in its hands; do you know? A. We had the money in 
the treasury to meet the cheque, 

Q. Does this company pay to United Grain Growers divi- 
dends on those shares, annually? Digs ie as 

Q. At what rate? Is there any uniform rate? way Wes 

Q. They vary according to how well they do? Ay (Yous 
that varies, 

Q. And that amount appears as income in the accounts 
of the parent company? A, Yes, in the gross revenue of 
the parent company. 

Q. Does the same thing apply, generally speaking, to 
the other subsidiaries? Let us take them one by one, 

First there is United Grain Growers Terminals Limited, When 


was that organized? A, In 1926, 
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Q. I take it this company owns the terminal elevators? 
As NO, it‘does not; 

Q. What does it do? A, It operates the terminals, 

Q. In whose name is the title to the terminals? 

A, The title is in the name of the United Grain Growers, 

Q. This is just an operating company? A, Yos, 

Q. Why was it considered necessary or desirable to turn 
these terminal elevators over toa Separately incorporated 
company? Why did not United Grain Growers operate them the 
same as they had up until 1926? A. For technical reasons 
in connection with the sale of grain at that time it 
was thought desirable to have a separate incorporation, 

Q. What was it thought this company would be able to 
accomplish that the parent company could not do as simply as 
&@ branch of its own business? It seemed to have gotten along 
up to that time without this change, What happened to bring 
the change about? A, Well, there was one technical reason 
in connection with the sale of grain, I remember, in connection 
with which the separation of the Operation from that of the 
parent company was considered desirable, There is no par- 
ticular reason -- 

Q. Oh, there must have been, I suggest. You do not just 
deliberately go out to make that departure from your method 
of operation and incorporate a company without some particular 
reason, I Suggest? A. The only reason I can think of was 
in connection with some technical matter or some regulation 
respecting the sale of grain from the parent company, on be- 
naif of consigned grain, There was no particular reason, I 
Suppose, 


Q. All right. If there was no particular reason it was 
done, in any case. I am not particularly interested in the 


reason, and if you say there was none, that is all, 
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Anyway, from the time it was incorporated, has it been 
uniformly profitable? A. The Terminal company? 

a. Yost As) Yes) 10) Nas, 

Q- And, as we had it with the other company, the 
parent company bought shares, capital stock in the com- 
pany? A Yes, they bought its 

Q- How much? As) SeOVOOOs 

Q» One hundred thousand; and it has been reoaiving 
dividends? A. Yes. 

Q- It has been receiving dividends which it turns 
into the revenues of the company. A. Yes. 

Q- And, we have two publishing houses, namely The 
Public Press, Limited, and The Country Guide, Timiteds 
Were they incorporated at the same time? At, NO, mot at 
the same time. 

Q- Let us take The Public Press, Dimited, irs: 
when was that incorporated? Aw in L307, DT think: Pb wae 
in the early days. 

Q. That company was your company. A. Incorporated 
before the amalgamation. 

Q. When was The Country Guide, Limited, incorporated? 
A. Two years later. 

Q. Anyway, they both have share capital. A. Yes. 

Q. Owned by the parent company. Bie YS 

Q- How much in each? A. $200,000 in the quide, 
and $304,500 in The Public Press, 

Q- Then, in the companies, up to date, that gives 
you a little over $700,000 invested in those companies? 
ms 2 OSs 

Q.- And these two are earning money, are they? 
hin LOG, 


Q- And, the same as before, their profits are 
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channelled back into the parent company? 4. yes. 

Q- Then, we have The Grain Growers Export Company 
Limited. A. Yes; that has been inactive for many 
years. We do not operate it. We have the charter, but we 
are not now in the export business, today. 

Q@. It is dead. A. Yes, it has been inactive since 
1928, I believe it was. 

Q- And, the United Livestock Growers'!, Limited. 
A. That is inaotive, 6l1s6. 

Qe Tate aSedinn pooe Aw Yess 

Q. Coming back to the United Grain Growers! Terminals 
Limited; does it handle grain through its elevators for 


anybody other than United Grain Growers', Limited? Does 


it do business with the general public? A.. The 
Terminals? 7 
Gy. Yess A. We store grain, of course, for the 


wheat board. 

Q. And apart from the wheat board. A. We store 
grain for other exporters who buy it and leave it there 
awaiting shipment. 

Q. The same as the line elevator companies are 
doing? A. Yes, about the same. 

Q. Then, coming back to The Public Press, Limited; 
is it correct to say that The Public Press, Limited, con- 
ducts a printing plant, and beBides printing The guide, 


does aconsiderable volume of high quality printing for the 


general public; is that correct? A? Nes, ober ase 
Correct. 
©. You recognize those words, ado your A. Yes. 


We even print reports of royal commissions. 
Q. What is that? A. I said I believe we even 


print reports for royal commissions. 
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Q- What I really was interested in was the report 
from yourself to your meeting of delegates. 

THE CHAIRMAN: We have not reached that point, yet. 

BY MR. PARKER: 

Q- The Country Guide, Limited, is the company which 
prepares material which appears in the publication of The 
Country Guide, a copy of which was tendered this momming . 
A. I beg your pardon? 

Q.- The Country Guide, Limited, is a company which 
edits an* prepares material, and solicits advertising, and 
that sort of thing, which goes into the magazine we saw 
this morning? A. Yes; we have the usual editorial 
staff, and advertising staff. 

Q- Why was it nocseeate to have two companies, one 
to compile the material, and another to publish it? why 
did you set up two Separate companies? . A. There is 
quite a distinction between the business of producing a 
magazine, and that of printing it. 

Qe, Theblas yourranswer, Ls. 16? Ag veg. 

Q- That there is a difference, and that it was 
desirable to Separate them, | A Oras < 

Q@. Then, with respect to the insurance company, is 
it correct to say that a considerable volume of insurance 
is written for farmers and the general public, through a 
force of agentS established at many different points in 
the westerm provinces; is that a correct way to describe 
2be . wae DDhatuisein bheareporey (wouice 

Q. I am reading from your report. A. Yes, that 
LS yoOrre cbs 

MR. STEER: Which report is that? 

MR. PARKGR: The annual report of 1944, at page 


thirteen. 
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BY MR. PARKER: 

®.- Now, just a word about the way your accounts are 
kept. Are the accounts for what we will call the pro- 
ducer end of the company's business, and the consumer end, 
kept separately? Are they kept separately, so that you 
can take off at any time a statement Showing whether both 
parts of the company's business are paying? A. Yes, we 
have a separate system. We have a farm Supplies depart- 
ment, a separate department, and it has its separate 
departme ital accounts. 

Q»- That department had its origin in supplying 
binder twine, and other commodities which the grain growers 
need to help them to produce grain;: is that correct? 

Pek OS. ¢ 

Q- That is the way it had its origin? het YOR 

Q. , But since then you have grown, and are now a 
general.trading company. You deal dt Coal y Agia eye WVU 
are the largest retail coal distributor in western canada. 
&s Yes, I think we are. 

Q- And you distribute coal, not only to members of 
your company, but to the general public? A. Yes, we 
have some non-member business, yes. 

wie And do you keep your accounts in such 4 way that 
you can tell how much of the coal business you do with 
members of your company, and how much of it you do with 
non-members? A. No, we do not. 

Q@. Do-you keep accounts of your subsidiaries in 
such a way that in each case you can tell the amount of 
revenue you received from member business as distinct 
from the amount received from non-member business? 


A. No. 
Q.- Then, it is not difficult to understand the 
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Statements made in your brief as to the difficulty you 
find in arriving at the amount of member and non-member 
business, is it? That 18 not diftfieult +o understand, if 
you do not keep accounts separately. A. I think the 
word “profits. is used .-- the profits of non-member 
business, 

Q.- No, it is the amount of business. I am using the 


words that are used in the Income War Tax Act itself. 


ne Lo cOWld be sdone., 


Q. The point is that it has not been done, Ae NO, 

it has not been done. 
BY MR. VAUGHAN: 

a+ Would you say that that non-member business of 
your printing or insurance or coal business is more than 
20 per cent? Is 20 per cent done with non-memberS-- 20 per 
cent of the amount done with member? A. 70 the case ar 
farm’supplies, taking that Separately, I should think that 
we probably would do more than 20 per cent with non- 
members. I am told that we have no figures on it, exactly. 

BY MR. PARKER: 

Q- One other question: is there anything, any written 
document anywhere in your company's papers, alromywhuen FG 
appears that there is an hii saenon on behalf of the com- 
pany to pay its customers or patrons anything by way of 
return or rebate, or is it purely a matter which rests in 
the discretion of the directors, whether they pay any back 
or whether they do not? A- I will answer that in two 
ways. 

Q- Yes, take your time and answer it as you wish. 

BS .(L was. trying to-.get to the resolution, but you seem 
to want me to keep to the charter. But I would point out 


that the resolution is mandatory. 
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Q- The resolution of what? what resolution do you 
refer to? - A. The charter gives the right. | 

Q- Yes, we have dealt with that. Ae But the reso- 
lution passed in 1948 -~~ 

Q. Is that attached to the by-laws? A. It was 
passed in 1942. And there the words "shell ‘distribute 
appear, as parliament has decreed, after the payment of 
interest on capital. 

Q. Where do you find that? Awe. That 25 4 resolin 
TLONs 

Q. You are just reading ‘from the minutes of your 
company. Sd Cok, 

\- It 18 not from the by-lawe’. oe my Le. WOLD IW 
look at the charter you will see that there is a resolu- 
tion. It is a resolution of the members, not a by-law. 

Q- I shall read it: 

wine Gurgotors “or the company may from time to time, 
if so empowered by a resolution adopted at a general 
meeting of the company held either before or after 
the passing of this Act, direct that out of any 
moneys available for the payment of dividends, in the 
financial year, and after provision has been made for 
the payment of such dividend, if any, as is payable 
in respect of any shares entitled to a preference by 
way of dividend, there may be distributed such an 
amount or amounts as the directors may determine 
among the persons in either or both of the classes 
hereinafter defined and in the proportions herein- 
arter specified. | 

It is under that that you pass the resolution. Ao) Yeas 


You asked about a document --- 
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Q. What is the resolution passed in 1942? I believe 
ce you off before you yead it, A. Shall I read it 
now? | 

Oe Al 10.418 not. too dong, yess A. The original 
resolution was passed in 1939 and amended in 1942. 

Qo. Les. A. It states: 

tResolved, that in the event of the company having 
surplus funds in any year after: 

(1) paying a dividend on the paid-up capital stock 
of the company at a rate to be determined by the 
board of directors; 

(2) adding to the general reserve fund such amount as 
the directors deem advisable and carrying forward 
in surplus account such sum as the directors may 
deem necessary to provide for a dividend in any 
year when the earnings of such a year are not 
surficient bo-pay such dividend. 

The directors: shail Have power w..«* 

That is the 1939 resolution --- 
t.eetO0 distribute all or such portion of said sur-= 
plus as the directors may determine, in such man- 
ner as they may determine, among persons who have 
sold or delivered to the company grain of such 
kind or kinds as the directors may from time to 
time determine. 

Provided, further, that the. directors may dis- 
tribute all or such portion of the surplus earn- 
ings arising from the sale of cooperative sup- 
plies as the directors may determine among the 
persons purchasing such cooperative supplies. 

The 1942 resolution was amended by striking out the words 


"shall have power and substituting therefor the words 
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Msbell distributer, 

Q.- It is still correct to say that it is under the 
control of the directors? They can rescind that resolu- 
tion? A. No. 

Q. They cannot? Raw Nt 
They cannot rescind it? Ba’ Noa 

Q. part from that resolution, is there anything to 
which you can direct me which will indicate that a member 
or shareholder or patron has a right to his share of the 
dividends? A. Yes, there is by-law No.30 of the conm- 
pany. 

Q. By-law No. 30? A.’ Yes; at page’ thirty-two, 
where it is stated at paragraph five that -- 

"That to class B shares there shall be attached the 

following rights: 

(b) the right to share in the distribution of any 
profits distributed by way of dividend after the 
payment of any other dividends which are required 
to be or may be declared, 

That is the only reference to it, I believe. 

Q» That does not refer to patrons does 1b? 7 
refers only to those holding B shares, does it nov? It 
does not refer to anyone, except B Shareholders, does it? 
A&A. It refers to the B customer. Whoever is a B share- 
holder has that right. 

wy. if he “ls & customer and hae not fot sats ue 
A. He does not get a dividend. 

QO. He does not get a ‘dividend? Be NOG 

Q. Even by the grace of the company, let alone his 
having any right to demand it. A. He is not a member. 
I know that, but he is a patron. Aw Yee 


Q 


Q- Then, concerning the section of the Act which I 
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wish to discuss with you, do you contend in your brief 
that your company is the type of cooperative which comes 
within the provision of section 4 (p)? a. we never did 
regard the company as coming under section 4 (p). 

Q- You never did? BANG 

Q+ And you have been paying taxes until the last 
year or so? A. We paid taxes--the statement shows that 
we paid them. 

Q. You paid taxes? A. Yes, to date. 

Q. 1940? A. 1944, 

Q- You have set them aside; you have not actually 
paid them. A. Let me put you right on that. If you 
will turn to page twenty-four of the brief your will. find 
that those taxes for 1940, 1941, 1942 and 1943 have been 
paid, and that a portion of 1944 have been paid. . The usual 
instalments have been paid. 

Q. I thought they were all held in reserve. Leroy 
we are only holding patronage dividends in reserve. 

Taxes have been paid. 

Q- But they have been paid on the basis that the 
patronage dividends will be allowed as deductible. 
A. No. 

Q And vat. they are not, you whil. beveste pay more 
than you have been paying. A. WNo, I had better clear. 
that up, I think. 

Q. i wish you would, Ae LELYOU. WILE turk pack 
to page twenty-four of the brief and refer particularly to 
the fourth column, you will note a total of $1,093,012 
covering taxes from 1929 to 1944 inclusive. And with the 
exception of instalments not yet due --- 

Q. What are you reading from? A. I am reading 


from the brief at page twenty-four. 
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Q. Yes, proceed. A. The $1,093,012 has been paid, 
with the exception of the balance due on 1944. If we are 
not successful in our adventures into the Exchequer court 
we will have to pay those additional amounts, as shown in 
the last column. In other words, our total tax, instead 
of being $1,093,012, most of which is paid, will amount to 
$2,636,508, 

Q@. Correct. ‘A. And that is after allowing for 
the rebate of around $300,000. + believe we get a refund 
of $312,000. © But the amount in the fourth column has 
been pai’, with the exception of the small balance of 
1944, 

Q- I understand that is the amount that has been 
paid. But I am trying to find out how much you are hold- 
ing back, pending settlement of this question. 

A. Mr. Parker, --- 

Q- You are holding back some out of each year, are 
you not? Ae No, not one cent, 

Q- Not a cent? A. No. 

Q. Then, we will let it go at that. I think we find 
in your brief that you have get up a Superannuation fund. 
A. Yes, it is Shown on the balance sheet. 

Q- And you have a substantial amount in that fund? 
A. Yes; it is not a fund, it is a contract we have with 
the dominion annuities branch. 

Q- It costs the company a substantial sum of money? 
Substantial sums of money are taken out of this company's 
revenues to look after the annual contribution. A. Yes, 
the scheme is a dominion annuities scheme. The employees 
pay some and we pay some, 

Q. And the people who participate in the benefits 


from the superannuation are not necessarily members of 
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the company? A. Employees. 

Q. They are.employees, but not members of the com 
pany. A. No, they are company employees. 

Q.- I understand that some counsel here present wish to 
ask some questions about the explicit recommendations con- 
tained in this brief, and therefore I shall not go further 
with you at this time. I shall leave it to them, 

BY MR. HOWARD: 

Q. Mr. Law, would you turn to page thirty-one of 
your brief. At the end of the first complete paragraph 
on that page you will find this sentence: 

"Prevented during a period of years, by the tax 
Situation, from paying out patronage dividends and 
thus bringing in new members....' 

To what does that refer? A. It means that we have not 
been able, due to the action of the taxing authorities, -- 
at least, we did not think it wise to pay out in 1942, 
19435 and 1944 the dividends which we would have paid out, 
had it not been for that Ottawa ruling. Had we paid them 
out, inasmuch as they could be paid only to a customer 
member, and some of the customers were not members, they 
had to meet the requirements, namely that they had to be 
the holders of B shares. And if this interference had not 
occurred, those people would have automatically become 

B shareholders by reason of the fact that if a customer 
was entitled to a dividend of #25, he would first have 

to buy a B share, and it would be done by alloting him 
that and paying him the difference. 

Q- In other words --- A. I have mentioned in 
our brief that it could be done only by a retroactive 
method of alloting B shares. 


Q- In other words, you are impeded from getting 
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new members if you are unable to pay patronage dividends. 
A. NO, we are not. | 

Q- Then, what does it mean? A. well, there is a 
war on, and motor cars, tires, gasoline and even paper 
are commodities that are in short Supply. We have cut 
down tremendously during the war on all activities which 
were not actually connected with the war business of the 
company, the moving and handling of grain, and so on. Tf 
we could have the men, the gasoline, the tires and the 
paper, I suppose we nanan have sent out a bunch of canvass- 
ers and sold B shares. But, frankly, the directors did 
not think that that was a proper kind of thing to do in 
war time, and for that reason it was not done. 

Q. And they did not come in automatically? A. i Now 
they do not come in automatically. The odd man does, but 
Not las a eeneral pule.  T ishoule qualify that by saying 
that some people come in and take a few A and B shares. 

elm oUte Dey OU ned tina ta patronage dividends they 
would have come in automatically? A. Yes, they would 
have come in automatically. 

Q@- Then, you have included in your brief certain 
recommendations, and I should like to explore them. f[ 
turn to pages thirty-six and thirty-seven. I assume that 
in suggesting these you thought that you were proposing 
a scheme which would produce substantial competitive 
equality between cooperatives and their competitors. 

A. We hoped that these suggestions might have been found 
helprul., Bub, as T saad before, we are not pressing B. 
We do not like to see discrimination. We do not like to 
see this business of tax discrimination, wherever it may 
be found, and this is only 4 suggestion. It is an 


attempt to meet an awkward situation. 
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Q- Well, it appears in your brief, and some people 
might take it seriously. TI should like to find out some 
of the reasons for the variations in language, and also 
some of the notives hehind the Suggestions. For example, 
I would ask you to look at A (2) and B ea As vee. 
Q- In A (2) you suggest that cooperatives be allow- 
ed, as a deductible expense -- 
"..-for the calculation of income tax, dividends 
up to 5 per cent paid by a cooperative organized on 
a Capital stock basis .* 

a. Yes 

Q. To what would that 5 per cent be applied? would 
it be applied to the par value of the shares? we YOR, 
the dividends are usually paid on par value, 

Q.- When you come to the corporations which are not 
cooperatives you suggest dividends, and you use the words 
"actually paid" instead of just “paid, on capital 
employed, not - exceed 5 per cent. Why did you make a 
distinction between capital employed by ordinary compan- 
ies, and capital stock for cooperatives? A» To take 
care of the watered stock situation. 

Q- I do not know whether you were here or noe. Dw 
as you know,"capital employed", and "capital stock are 
not synonymous terms. As IL know that, 

Q- You recall that the Saskatchewan Pool at one time 
calculated its equity as 50 cents on the dollar applied to 
its outstanding commercial and elevator reserves? 
me YES. 

Q- So that at that time there was no equity at all 
pon. 1ts “capital stock.’ A. “Yes: 

Q- And it had no capital employed. Under your 


formula it would still be allowed to pay 5 per cent on 
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Capital stock, whereas the ordinary corporation, in the 
same position, would not pay a cent. Do you realize that 
that would be the result from this suggestion? 

A. The reasoy behind that is that you have some companies 
in this position, where the capital employed is in excess 
of the paid-up capital, and others --- 

Q- And others where it is less. Aewles CNAs Le 
correct; you find the two varieties. 

Q. But, as I understand it, irrespective of the 
amount of the capital employed of the cooperative, they 
can stiJl pay 5 per cent on their capital stock, whereas, 
under your suggestion, the corporation could never pay 
© per cent on its capital stock, if its. capital employed 
be less than the amount of its capital stock; you make a 
distinction there. A. Yess 

Q.- You seem to discriminate. Be We (Pele tat ae 
Oo per cent was allowed on capital stock it should not ex- 
ceed the actual amount of capital employed. That is just 
Our idea, 

Q. Your objective was to retain what you regard as 
equality. I am wondering why you made this distinction. 
A. Our objective is that, and if under expert examination 
that result is not brought about, we are open to correc- 
bLOn. 

Q- When did you propose, in your suggestion, that 
these amounts would be deductible? -- in the year of pay- 
ment, or in the year of declaration? A. In item No.1, 
do you mean? 

Qs No. in all of them, A. Our idea was that 
they should be paid within a reasonable time after the 
end of the fiscal year. 


Q- So that if you had a patronage dividend or an 
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ordinary dividend paid to be declared in December, and 
paid in the following March, when would the tax exemption 
be permitted? would it be in respect of the year of 
declaration cr in respect of the year of payment? 

A. I would say in respect of the year of declaration, 
provided you can show, when the assessment comes along 
five or six years later, as they seem to do now, that you 
G30 vay 1% oud. 

Q.- So that under your theory it is conceivable that 
a cooperative might declare a dividend of either stock 
or patronage dividends in pecember, and not get around to 
paying them for seven or ten or fifteen months. 

A. I think that would be a rather unreasonable length of 
time. JI would say it would be within six months. 

Q. And you agree that there will have to be some 
definition as to just what the word "paid means. 

Pe OSs waa Rit Og 

i Q@. When you refer to the payment of dividends by co- 
operatives you say "dividends up to 5 per cent paid", 
And when you speak of dividends to be allowed to ordin- 
ary corporations, you say "dividends actually paid on 
capital employed"; is there any distinction there? 
A. There shouid be no distinetion there. 

Q. It was just an inadvertency. A? Yes? 

Q. In the concession of patronage dividends of co- 
operatives, was it your idea that that should be allowed 
as an expense, only if they had paid it to members? 

A. In our case we only pay it to members. 

Q. You make a general suggestion. Would they be 
allowed to deduct as an expense for patronage dividends 
paid to members, or if they paid patronage dividends to 


non-members, would they be permitted to deduct that, too? 
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too? A. Under B, yes; in view of what we say in B 
we cannot do anything else. 

Qe dn Other words,..4 cooperative, under your sugges- 
tion, could pay patronage dividends to anybody, and be 
totally exempt in respect of the amount paid, whether mem- 
bers or non-members, A. Of course that does not hap- 
pen. The patronage dividend in cooperatives goes to mem- 
berg. 

Q- But there have been suggestions here, or questions 
as to why you could not pay patronage dividends to non- 
members, too. [I am inquiring about that. Ae. Under Bs 
if a cooperative paid a dividend to a non-member, that 
would be something for the cooperative to decide,as to 
whether it should or should not, inasmuch as we recommend 
competitors should be allowed exemption on the same type 
Of dividend; .and.in that case it obviously would not be 
paid to members of the company. 

Q. So that a cooperative could dispense with the 
formality of restricting patronage dividends to members, 
and pay them to all and sundry, and be exempt from taxa- 
tion on them, A. That is a matter for the cooperative 
to decide. In our case we do not do that. 

Q.- But you are making the general recon endation, 
and I am trying to find out how far they go. yer a) 
practice what would happen would be that, provided the 
restrictive feature is permitted, of course cooperatives 
would only pay to members. 

Q- In other words, if their taxes are collected in 
areas for past years --- fierck imagine, «judging from 
the evidence which has already been heard by the commis- 
Sion, that a non-member who gets a patronage dividend 


is going to be made a member. 
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Q. But you are not restricting this suggestion to 
patronage dividends paid to members, As’ GIG 

Q. Any patronage dividend they wish to pay toa 
customer wil? be exempt, is that correct? A.» It would 
not apply in our case. I think the answer is yes, to 
what you have suggested. 

Q- So that they could have 100 members and pay 
1,000 patronage dividends; would that be quite permissible 
under your formula? A. If Bis adepted, too, and if we 
want to bring about equity of treatment, you would have to 
do it that way, yes, It is equality of treatment we are 
trying to get at. And as TI said before--and I am perhaps 
repeating mysSelf~-the Suggestionsin B are offered as 
suggestions which may not be any help at rate but --- 

Q- But I have to proceed on the assumption that the 
Commission will take them Seriously, and I should like to 
make sure that we all understand what they mean. 

A. They were meant seriously, yes. 

Q- You mst have considered them. 4&. Yes, there 
was Serious consideration, and it was a serious sugges- 
tion. 

Q- I understand that; will you explain just exactly 
why in B you use the phraseology, - 

fee tO other eter ee! in direct and close com- 

petition with cooperatives.t 
How do you propose to distinguish between companies which 
are in close and direct competition, and others which may 
not be in close and direct competition; why do you use 
such restrictive language there? As The trouble, 
as I see it, is to find some way of getting rid of at 
least the worst cases of discrimination which at present 


*, 


Seem to exist. and they exist in certain fields, and 
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particularly in the grain business. ss we Say here, = 
"pending such time as the government can see its 
way clear to adopt the British system..." 
We suggest that some board, such as a board of referees, 
might function as a kind of house of refuge, or Something 
like that, to whom representatives of the companies in 
direct and close competition with the cooperative activi- 
ties can show good cause for Some treatment, pending some 
perhaps better and more suitable disposition of the 
problem to get some relief of Some kind. 


Q. In other words, this suggestion would only relieve 


‘the case where there wag gross discrimination present. 


A. Yes, and I suppose the worst cases to be found are 
found in the grain business of western canada. 

Q- Is it true -- and you will Speak as an experienced 
business man -- is it true that any private company which 
makes a concession to customers has to Make: 1G to ail tte 
customers? A. I --- 

Q» I will tell you what T am think about, and for 
the moment we will not speak about the grain business. 

THE CHAIRMAN: The Criminal Code go provides, Mr. 
Howard. 

MR. HOWARD: Yes, that is a fact;' that is found’ in 
Section 493 (a). 

BY MR. HOWARD: 

Q. Let us take the example which T have in mind. 
You have a wholesale cooperative-~-and we will leave the 
grain trade for the moment--you. have a wholesale cooper- 
ative which is paying patronage dividends. BA. Yess 

Q- It comes into the territory and competeSwith 
another wholesaler, who is not a Micesrat tet. A« I 


understand, 
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Q- In order to meet the competition from the co- 


operative, the other wholesaler must match its concessions, 


must it not? Aw Yes, 

Q. And, as the chairman has pointed out, under sec- 
tion 493 (a) of the criminal code, they must give equiva- 
lent treatment to all customers. Therefore he must have 
met the competition of the cooperative, let us say in the 
city of Regina; even though they are operating in many 
other cities, they must do the same thing for their cus- 
tomers in those other cities, must they not? Aw weil, 
I have iot-.spent much time reading the Criminal code. 
That is a matter I must leave to counsel, —[ think. The 
Criminal Code has not been a subject of study for me. 

Q- Well, entirely apart from the Criminal code, 
could you in your company pay a patronage dividend in 
Manitoba of three-quarters of a cent per bushel and pay 
a patronage dividend in Alberta of one-quarter of a cent 
per bushel? Aw Gould we do it? 


Oe OSs A. Without getting into jail, do you 


Q.- I am ignoring the Criminal code, for the moment, 
and am asking my question only as a matter of business 
administration. IS it practicable for a company like 
yours to do that? A... Well, it is being done. 

Q- iI know, but does it make friends for you, and 
customers? Are the companies accustomed to doing that 
kina of thing? A. In the grain business? 

Q.- I do not care what business; take any business 
you like. A. i donot know; I would say that if com- 
petitive conditions in Alberta are such as to prevent 
any kind of a company from getting the same price for 


its product as it can get in Manitoba -- well, I do not 
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know very much about the ethics or etiquette in the whole- 
sale business or the retail business, or the stores 
business. However, I always thought that if a company 
operating in Manitoba, for example, and Alberta -- TI do 
not believe that it would have to maintain prices, in 
view of freight rates, at exactly the same level in 
Alberta as it does in Manitoba, 

Q- In respect of a big business operating in various 
areas,-and meeting a cooperative in one area, and paying 
a patronage dividend in that area -- you think 17 ‘could 
carry a business by not paying a patronage dividend in 
all the other areas where it operates? Aw (60 Tar ag 
we are concerned, we would not want to make any varia- 
tion as between provinces in what we do. put I camot 
see that a company operating in the three provinces and 
keeping separate profit and loss accounts for each pro- 
vince, with an understanding with its customers or 
clients, that they would have a distribution based upon 
the net result within that area; I think it would be 
prevented from doing that. I say that, because in 
Manitoba conditions might not be the same. 

Q- It would be unusual, would it not, for one 
company. A. I do not know whether it would or not. 

Q- Let us get back to the wholesaler, because 
that will give an idea what I am trying to get at. a 
a wholesaler meeting a wholesale cooperative adjusts 
its rate by paying patronage dividends to meet the com- 
petition of a cooperative, is it not likely that other 
wholesalers in competition with the first wholesaler 
would have todo likewise? They might not be in direct 
competition with the cooperative, but they will be in 


competition with the fellow who is not in competition 
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with the cooperative, and they will have to meet his com- 
petition. Is that not obvious? A. Yes. 

Q. Therefore, “how can you suggest this, and try to 
restrict it jast to those corporations in direct and close 
competition with cooperatives? Is it not bound to Sweep 
right across the country? I think you would have a gross 
discrimination. If it happened that just because a cor- 
poration is right next door to a cooperative, to meet the 
competition of that cooperative it pays a patronage divi- 
dend, the competitors in an adjoining area could not meet 
that competition and would have to do the same thing. 

And yet he is not in direct and close competition with 
the bechamel aren How can you restrict by area of exemp- 
tion? A. AS a temporary expedient I think it might 
work. Of course the difficulties which you have men- 
tioned might arise, and if they are likely to arise, then 
the suggestion perhaps has not very much MED?) Tt. Colones 
know, 

Q-» Well, we are just probing to see if it has. 


A. Yes, I thought it was worth trying» 
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Qe What provokes that Question is the fact any Mere) the 
last paragraph of your brief you say: 

"The extent of possible loss to the dominion treasury 
by the special treatment above suggested for cooperatives 
and corporations in direot competition therewith, is 
probably not great." 

I suggest that you cannot limit exemptions to those in 

direst competition, to those who have to look after competitors 
and so on right across the country, in which case the loss 
might be very great? A. If that is so I presume there 
will be considerable opposition to the Suggestion. 

Qe Why did you take five per cent of the capital employed 
as the amount you would concede to corporations, having in 
mind that the Parliament of Ganada under the Excess Profits 
Tax Act has fixed five per eent of the Capital employed as 
the lowest rate that corporations should be allowed to earn 
on their capital employed in the case of depressed businesses 
and so forth? You will remember that the range was from 
five to ten per cent, but five per cent was the lowest rate 
On the capital employed? A. I do not know. We started 
with (A) and we seemed to be satisfied with --« 

Qe Five per oent? A. Five per cent for us. 

Q» It suited your capital set-up and therefore you 
assumed it would suit others? A. It is a matter of 
equality of treatment. 

Qe If your shareholders had been brought in on the 
basis of five per cent, and others were brought in on the 
basis of five and a half per cent or six per cent, it is 
just their bad luck, they would get five per cent? 

A. I do not get you, 

Q» Apparently you have procured your money for your 


business on the basis of five per cent and apparently that 
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is sufficient? A, You are thinking of the stock? 

Q. Yes; that is sufficient to meet the needs of your 
shareholders? As Yess 

Qe Do you not think that the exemption for the corpor- 
ation ought to have a relation to the amount, at least, 
of the fixed rates on their preferred and what they really 
need to pay a proper return to their shareholders? 

Ae I would not argue that, Mr. Howard. 

Q. Five per cent fitted your picture and therefore you 
made it five per cent? A. I think it fits most cooperatives 

-- Short recess -- 

BY MR. HOWARD: 

Qe sien: by suggesting that competitors of cooper- 
atives be conceded patronage dividends as an exemption I 
assume that you realize that competitors of coops must conm- 
pete with them in the amount of patronage dividends they 
pay in order to retain their business? A. Yes. Obviously 
if ome company pays two cents per bushel and another one 
only one cent, the farmers are apt to patronize the company 
paying two cents. 

Q. If the Saskatchewan pool, for example, pays two cents 
per bushel you would be forced to meet that and would have 
to pay a similar amount? A. No, we. do not pay out what 
we have not got, 

Q. Of course not, but if you could not meet that what 
would be the effect on your business? Ae It would be 
very detrimental if it continued for long. Of course, 
our farmers still would stay with their favourite company 
notwithstanding the fact that that situation existed, 
but as we have said it would be very detrimental if kept 
Rar Ore the pools have no share capital to worry about 


they could afford to pay out their total earnings in 
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patronage dividends, could they not? AG Whey Soule. cor 
course. Any company that has no interest obligation, no tax 
obligation could pay the whole shooting match eut. 

Q. What would’be the plight of competitors of your company 
and the line elevator companies if the pools adopted the 
practice of paying out everything they earned in patronage 
dividends? A, The prospects would be fairly dismal, 

Qs How would your company operate with the necessity 
of finding five per cent to start with on its capital stock? 

A. In taxes? 

Q. Yes, Qe We have already expressed our point, 

Q. We are taking your formula. Where would the line 
elevator companies in a competitive condition of that kind 
find any money for their investors? 

A. If they had to meet that competition? 

Q. Yes. A. They would not, obviously, If a company 
Which has enough money in its annual surplus to pay am equi- 
valent amount per bushel as that of its competitor but has 
nothing left to pay its Shareholders, unless they have the 
protection of the Dominion Parliament, as our people have, 
the shareholders would be left in the Lurens 

Qe Take your own company. You say you cannot pay 
a patronage dividend until you have paid five per cent on 
certain stock? A, That is statutory. 

Qe Therefore when you come to pay a patronage dividend 
part of your earnings has already gone? A. Yes, 

Qe Therefore your patronage dividend must be reduced 
to that extent? Ae YOSe 

Q. Therefore your competitive capacity or competitive 
position in relation to the pools is handicapped to start 
with through the nesessity of having to pay that five per eent, 


18-1 t not? A. That is true, yes. 
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Qe Take the line elevator companies; they have to meet 
the competition of the pools and that competition consists 
of paying patronage dividends. That is what the competition 
would amount to? Ae YES, 

Q What is left for the investors? Ay Well, if 
in any one year your surplus is sufficient only for the 
purpose of meeting the patronage dividend of the competitor, 
there is nothing left for the investor. 

Qe Nothing left? Ae Noe 

Q. Therefore it may well be that your suggested deduction 
as an expenditure of dividend on capital stock might be purely 
illusc-’y, there may be nothing left for capital stock? 

As Thereymay not. be. 

Qe Is not that likely to happen? Ae YES, 

Qe The pools have no capital stock to worry about} 
the cooperatives generally do not have to worry abeut capital 
stock as their capital stock is held by the members, and 
the members do not care whether they get a patronage dividend 
or a dividend on the capital stock, it is all the same to them? 

A. That is true. 

Q. Where does the bee es enterprise come out dthia 
situation of that type? A. That is a problem for those 
who are up against it. I do not know that we oan be the 
salvation of all those who are involved in this difficult 
Situation, 

BY THE CHATRMAN: 

Q. Is not your company involved in that same dilemma 
to a certain extent? Ae Yes, and we will have to meet it 
as best we can, Mr. Chairmane I do not know that I can add 
anything. The situation is as Mre Howard has described. 

If we have a certain sum available at the end of the year 


for distribution, which if distributed on a patronage basis 
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would provide patronage dividends equal to that of a non- 
interest-paying competitor, our patronage dividend would 
have tobe less. 

Q@. Having regard to -- Ae In view of our status. 

Qe Having regard to the public interests, what would 
you suggest? You know that public interest is in the 
terms of our reference. What would you suggest? 

A. To meet that particular situation? 

Qe Yes, A. Well, it would be a bit drastic to cure. 

Qe You would have to go beyond the conclusions emtained 
in your brief? Avie ss I suppose it could be enacted 
that such a situation could not arise, It could be prevented 
by legislative action. 

BY MR. HOWARD: 

Qe Let us assume that that type of competition does not 
aevelop. Let us assume that there have been several years 
in which losses have occurred and in which you have paid 
no patronage dividend. You have paid no patronage dividend 
OMinod: SBharewa i vidends Did your suggestion involve that that 
private enterprise would pay only five per oent in that year 
despite the fact that it has missed two or three years, 
or do you think this five per cent should be an accumulative 
rate? A. Frankly we did not cover that point. 

Q. But you can see that it is necessary? NG array ek. 
Baie. (point. \Wlrhave: no. authority to.say, that it shouldbe 
accumulative. 

Q. If you are competing with people who pay patronage 
aividends they would not leave you enough to catch up, 
they would not leave you enough to pay fifteen per cent 
in one year on your stock when you are competing for business. 


It is not very likely that it would be your good fortune 


“to be able ta do that? A. Right. 
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Q.- Do you anticipate in the grain His tsee a re-develop- 
ment of highly competitive conditions? A. They have always 
been highly competitive when plenty of elevator space was 
available, 4fter these stocks have been moved out I have 
no reason to suppose that those conditions will not returne 

Q> In other words you have no reason to assume that the 
present abnormal conditions will persist? 

A. I think it. would be foolish to assume that. 

Q. Therefore, in looking at your recommendations we must 
look at them in the light of highly competitive situation 
obtaining two, three or four years hence? Ae I think it 
would be wise to do so, 

Qe. In your recommendations you agree that the competition 
is likely to take the form of competition in the amount of 
patronage dividends? Is not that a method of competition: 
to lure the grower to your elevator? 

A.Well, the payment of patronage dividends naturally 
is an attraction; it attracts business, It te. 8 sare yas 
you like, and those who can pay will likely get the business 
and those who cannot pay will likely lose business. 

Q. Now then, having suggested here that the cooperatives 
be exempt in respect to patronage dividends and dividends 
On capital stock which they pay, and that corporations in 
competition with them and which would be expected to pay 
patronage dividends and dividends on capital stock shall 
be exempted to that extent, would you have any reason to 
anticipate that organizations in competition with cooperatives 
and cooperatives would be paying any substantial amount of 
taxes to the dominion government? A. If patronage dividends 
are paid? 

Q. If your recommendations are accepted for both groups 


would you expect that in cases where they are applicable there 
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would be any substantial tax payments made to the dominion 
treasury? As sOha nos 

Q- There would be none, would there? A. I would not 
say none, but obviously they would be reduced. There is no 
question about that. We have proved that. 

a When competition forces the disbursement of these 
moneys in patronage dividends, what would be the incentive 
to a cooperative or to its competitor to retain any money 
in the treasury? Why would not they take out their earnings 
and pay them out? They gct a tax exemption if they do that. 
If they keep them under this they would pay taxes, so you 
really are providing an incentive to pay out these moneys? 

A. Yes, of course, 

Q- Your suggestion involves an incentive to the dis- 
bursement of money in the form of patronage dividends and 
share dividends because by so doing no taxes are paid on those 
moneys? A. If they are not paid they are taxable under 
this plan. 

Qe So as far as management is concerned there is an 
incentive to disburse? When they make those disbursements 
they pay no taxes and they win friends and customers? 

Ae YOS-e 

Q. Under your suggestion the amount of taxes paid 
by industries in that range would be very small? 

A, Yes, that is made clear, I think, in the last para- 
graphe 

Q. There is' only one more point. It is suggested 
that you separate out those corporations which would be 
entitled to these exemptions by obtaining rulings from 
the Commissioner of Income Tax or -- A. The Board of 
Referees. | 


Qe -- the Board of Referees? Ae Some kind of board. 


lon) 


. 


, 
a 
yi 
5 pet 
Ls 
Sop’ 
sat , 
og i 


5 


i 


¢ 
s 
‘ =; Me 
a - —e 
oe 
ieiag a 
a fs 7; 
74 7 
< - 
A * 
- a. 
. E ae 
acd 
ry 
a 
4 . 
. 
: 


~7258— Mr. Law 


Qe In other words, there would be an exercise of 
ministerial discretion somewhere along the line? Ae Yes. 
Q.- Have you found that that operates satisfactorily 

where the law is not specific and where the minister has 
discretion? Have you found that that works satisfactorily 
in your dealings with the tax authorities on matters like 
depreciation and all these other things where the minister 

has discretion? A. I admit that if you are down here trying 
to get -- or elsewhere for that matter -- tax adjustments you 
have to fight pretty hard. 

Q. So if any other formula than the formula of minister- 
ial uiscretion could be evolved you would “-beinetavourvor a £2 

Ae What is that? 

Q. If any other formula than that of ministerial dis- 
cretion could be evolved you would be in favour Ores? 

As Jowould@ be: ini favours of any change here that might 
have better prospects of accomplishing something. 

BY THE CHAIRMAN: 

Qe The Board of Referees is an alternative suggestion? 
Bai VSSs 

MR. HOWARD: It is hard to visualize how they would 
function. I think that is all I have,Mr. Chairman, 

BY MR. MILLIKEN: 

Qs Let us suppose that instead of adopting your sug- 
gestion we tax the cooperatives the same as the private 
companies. What do you think would be likely to happen 
to the grain companies which are in competition? It 48 
going to be kind of rough on them? 

Ae You mean? 

Qe Mr. Howard has suggested, or you have demonstrated 
to Mr. Howard that if your plan were adopted it is going to 


be pretty rough on everyone except the cooperatives because 
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competition will have to be met. I am asking you to just 
forget about your proposal and consider that we are taxing 
the cooperatives exactly the same as the other people. What 
kind of competition would you think the cooperatives would be 
in the grain business? Mr. Howard says that they do not have 
to pay any dividends on capital stock and they do not need 

to pay patronage dividends at the ena of the season. They 
can increase the price at the beginning of the season because 
they are not interested in making “prorits’. All they want to 
do is to be sure that they balance out. What kind of com- 
petition do you onthe you would be up against then? 

Do yo. think it would be the same kind ag you would have 
under your proposal? Ae Well, it would be expressing 
my opiniones 

Q. You have been expressing your opinion? 

As Opinions have been expressed before the commission, 
but if you tax the cooperative -- we say here that that is) not 
feasible -- the result would be -= T am basing this on a state- 
ment already made, by I think your own client -- I do not know 
whether this is an answer to your question. 

Qe if you do not care to answer, it is'all right, Mr.Law. 

A. As I understand the question you are asking me to 
suppose that we tax the cooperative and then you want me to 
Say what kind of competition there would be. The president 
of the organization you represent has already said what he 
is going to do, and I suppose he means what he says. That 
is what we have to look forward to. 

MR. MILLIKEN: That is all, thank you, Mr. Chairman. 

BY MR. HOWARD; 

Qe Mr. Law, you are an operator of a big business, 

Is it a simple matter to operate a business so it just comes 


out even? A. Are you serious about that? 
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Q. Yes. A. If you want an answer, Mr. Howard, it is 
in the negative. 

Qs It ‘is not easy? Ae It is not easy. 

Qe I did not think it was. 

BY MR. PORTER: 

Qe There is a question I would like to ask which Mr. Law 
may not be able to answer without reference to his records. 
It is not important ee my purpose that it should be answered 
now, but I do think we will find it useful to have an answer 
on the record, The Gillespie Grain Company did business 
in the province of Alberta in the operation of a string of 
county elevators? Ae Yese 

Qe It operated under John Gillespie who died? A. Yes, 

Qo And you bought that business? Ag Yes % 

Q. Do you know off-hand how many country elevators you 
bought in the province of Alberta and at how many points they 
were in competition with the Alberta Wheat Pool? You may 
have to get those figures. Ae I carry little things like 
that in myshead most of the timey We bought 68. You wanted 
to know where we competed with your client? 

Qe At how many points was there competition when you 
bought them? A. At thirty points, roughly. 

Qe And that purchase was made in what year? Ae Early 
1943. 

BY THE CHATRMAN: 

Qe When you say competition, do you mean they were oper- 
ating at the same point? Ae YeSe 

BY MR. STHER: 

Qe What sort of deal did you make when you got those 
Gillespie elevators? 4e Well --- 

Qe [I am told that the year before he died John Gillespie 


would not have taken a million dollars for them, and that you 
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got them for half that amount? A. That is true. I saw Mr. 
Gillespie a year or two before and he wanted to sell but he 
would not listen to me unless I talked a million dollars, 

So we did not make a deal. But the executors of his estate 
were quite ready to sell at the price that has been mentioned. 

Qe Perhaps those executors could see into the future? 

A&A. I do not think they have regretted the deal. 
NR. PARKER: Perhaps they had some accumulative profits. 
BY MR. STEER: 

Q» What effect had that purchase on your volume of 
business as compared with your overhead? Ae Would you mind 
putti.g that again? 

Qs I suggest to you that the acquisition of those 68 
houses increased your volume very substantially without in- 
oreasing your overhead? Ae Oh, yes, it did not require 
any major additions to the head office staff or equipment. 

Q- Those elevators were the first ones your company had 
bought for some time? A. Of that number at any one time, 

Qe Pardon? A. Of that number. 

Qe You had bought the odd one? Ae Yes, we buy the odd 
Ones 

Q. Now then, with regard to the non-member business, 
You spoke of the difficulty of keeping track of that and 
at the same time you suggested that an estimate had been 
made in 1942. Is it true that the quota system under war 
conditions has resulted in the disruption of the usual 
relationship between your members and your company? 

Qe Oh, yes, it has. I suppose it has affected every 
company. 

Qe This morning you and I were not very happy about 
this question of allocation of surplus and I think I put some 


very leading questions to you.e I am going to ask you now 


Mra 


: 
- ieee: 
. 
a 
or 
oat 
as 
es 
é 


wd 
wet 
AN) 
Pie 
= 
“ 
i 
a 
5 . 
ro 
1s 


te m 
i X 
ey fen 


: 


. 
sia 
see 
7 
et Sag 
ee oa 
= 
th 
re 
~ 
“ , 
Mm 2 * 


A 


if you have any record of the attitude of your board of 
directors. on’ ‘that question of the allocation of surpluses? 

Dy nee ial Shou allewe veterted to it this morning. 
However, my brief case was over there and when I was moved 
from that bux to this one the brief case did not come with me, 
I have here a note that I should have weal I think I stated 
this morning that the board had made Some decision. Here is 
the notation I made, 

Q.- Would you read into the record what your note is as 
to the attitude of your board toward this question? 

A. In considering our brief, our directors were 
influsneed by the company's experience of nearly forty years 
in the grain trade, an experience that has taken us through 
two world wars and two major depressions. We know something 
of the wide fluctuations in the business between years of 
very low earnings or losses and years of high earnings, 
Having regard to our other financial obligations, we would 
not care to embark upon any policy of withholding cash 
dividends and allocating Surpluses, when it is not practicable 
to fix a definite time for repaymente Our directors preferred 
to leave any discussion of the subject of deferred dividends 
or allocated surpluses to those organizations more dirsotiy 
interested. 

Qe My friend Mr. Parker seemed to think that this was 
not a very democratic organization because of the system 
of delegates that is provided for in your aet of incorpor- 
SU100s I just call your attention to the fact that your 
brief states that there are 59,000 individual members; 
is that right? Ae Yes. 

Q- Would it be practical to hold annual meetings and 
expect those 35,000 members to be present? A. Absolutely 


impossible, 
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Qe Ihe only other alternative is voting by proxy? 
A. By delegates, 

Qe By proxy? hy By proxys 

Q. In which way do you think you get a better expression 
of opinion of your members, by the locals appointing delegates 
or by the individual member appointing a proxy? 

A. By the delegate system undoubtedly. 

Qe I take it that in the ordinary large sorporation 
proxies generally go to theexecutive officers of the company? 
A. Well, whenever I have got a request for a proxy thas is how 
it is worded. 

Q- In most cases they go to the executive officers of the 
company? Ae YeSe 

Q. And I suppose in your meetings of the delegates 
the actions of the executive officers of the company are under 
review? Aw Yes, 

Qe My friend Mr. Parker asked about the use of the word 
"profits"? You, like my friend Mr. Porter, have not any 
objection to the use of that word. A. It has been in 
every annual report we have ever put out. 

Qe I am going to ask you this -- perhaps you do not know, 
but if you do perhaps you will tell: the commission -- whether 
excess revenues over expenditures are described in the 
Industrial and Provident Socieites Act of England in that 
way, or do you know? Ae I do not know definitely. 

Qe With regard to your subsidiary. First of all, your 
insurance subsidiary. I take it it was only by the 
organization of that agency that you could save for your 
company and indirectly for the members of your company the 
cost of placing your insurance? Ae YeSe 

Qe With regard to terminals; there appeared to be a 


little confusion there. By the way, you said that you 
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store grain for exporters? Reve se 

Qe Am I right in thinking that the grain that you store 
for the exporter is grain that you have bought, or, that your 
company has bought at the country elevator and taken to the 
terminal? A. And sold. 

Q. Yes, and sold. In other words, these terminals handle 
United Grain Growers'grain and United Grain Growers! grain 
only? Baw NG, 

Q. To what extent? A, At times such as these when 
there is an accumulation of cars piling up at the head of 
the lakes the authorities can order the grain -- if you have 
gra*1 of another company they can order it to your company 
Pf eros eomile unload, 

Q. Leaving these exceptional war-time conditions out 
of consideration, would my statement then be right? 

A. YOSa 

Q. With regard to keeping track of non-member business. 
The question of non-member business, I suggest to you, has 
very little relation to your approach to this whole question? 

A. Quite: 

Qe Lnmyour brief you say that you néver did claim 
exemption under section 4(p)? A) Right. 

Q. And it was thought that probably you could not claim 
such exemption? Ae Yes, 

Qe. AS I understand your position, you are not claiming 
exemption under section 4(p) but you want to be put on fair 
competition equality with those organizations whose competi- 
tion you have to meet and who claim they are exempt? 

As Wes. chat) 1s exactly at. 

Qe Then it was suggested that you do not segregate your. 
non-member business? Ae No, we have never done that. 


Q. Are your books kept in such a way that if it were 
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thought necessary that non-member business should be cal- 
culated it could be done? A. It could be done. My 
ghief accountant is here. 

Qe Do you know whether other cooperatives have anntiities 
and superausuation funds? A. I know that one has, because 
when they put that plan into effect we lent them copies of 
our plane I think it was followed, but anyway I know that at 
least one has a plan. That is one other cooperative. | 

Qe These superannuation and sension funds are applicable 
to your employees? Aa Yes 

Qe As far as I know there is no heaeee why that sort 
of estivity should not be engaged in by cooperatives as well 
as by ee corporations? 4. I agree. I could not see 
the point of the question. We all seem to be providing these 
kinds of funds for pensions and a ONe 

Q. Do you know that under the United States system of 
cooperation patronage dividends are paid both to members and 
non-members and must be so paid according to the statute; 

I think that is right, but do you know? 

As Lightink if) is right, bub, bam not sure, That is 
in the United States? 

Qe YES. A. I am not sure about that. 

Qe Somebody asked about this five per cent rate, You 
spoke this morning of the company being an adaptation of 
the Rochdale system to western Canada end on page 17 of 
your brief you give a quotation from Elsie Gluck, which 
reads in part: 

"Voting was on the principle of individual 
membership rather than of stock held; membership 
was open; dividends on capital were fixed or 
Limited," 
As I understand it you got from parliament these amendments 


to your charter which insist that dividends be paid on your 
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capital stock before any patronage dividend could be declared? 
As Yess 
Q. Is that right? A. Yes. 
Q. Then after that amendment was put through your board 
considered what that rate ought to be? A. Yes. 
Q. I suggest to you that it was in line with that 
provision that I have just read, "Dividends on capital 
were fixed or limited"-- that that small rate of interest 
was fixed? He That ke (S64 
Qe On your share capital; what would you say to that? 
Ae I think our action was in accord with that principle. 
Q. Now then there has been a Bod tea of discussion 
of your position with regard to the payment of these amounts 
analagous to patronage dividends. As you understand it, 
these payments are allowed in England, they are allowed to 
sorporations of all sorts? | Ae YOSe 
Qe The government has notified us in this country that 
as it now views the situation these dividends are not to be 
allowed as expenditures? Ae Yes, we have been so advised. 
Qe Your position is that you want to pay them and you 
have no objection if the government allows all other corpor= 
ations to pay them? Fate ts Ve) eieht, 
Qe With regard to the effect on the revenues, your 
position is as stated in tHe last paragraph of the brief 
at page 37 where you state: 
"Tt is important to bear in mind the extent 
to which the income of cooperatives may be deliberately 
reduced if patronage dividends are not allowed as 
deductible, as well as the extent to which the income 
of companies in competition with cooperatives might 
be reduced, if inequality of taxation is continued." 


That represents your company's position? Ae Yes, that is SO« 
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That is the sentence I was looking for when Mr. Milliken 
was asking me about that. 

BY MR. HOWARD: 

Q- Do you do export business? Ae NO. 

THE CAIRMAN: I assume that that concludes this orler. 
Mr. Steer? 

MRo STEER: Yes, sir. 

THE CHAIRMAN: Mr. Parker, what is proposed for the 
morning? | 

MR. P. RKER: The line elevators. 

THE CHAIRMAN: Does that suit Mr. Howard? 

MR. HOWARD: Yes, thank yOue 


The commission thereupon adjourned to meet on Tuesday 


a6 10 a.m. 
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